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INTRODUCTION AND OVERVIEW 


Budget 2001 


Canadians today face a period of significant economic uncertainty. 


For the first time in 25 years, we find ourselves in the midst of a global’ 
economic slowdown, which has been made worse by the September 11 
terrorist attacks on the U.S. 


Budget 2001 builds on the Government’s long-term plan for a stronger 
economy and a more secure society, but it also responds to immediate 
economic and security concerns. It does this in four ways: 


— first, it provides a timely boost to the economy at a time of global 
weakness and uncertainty and positions Canadians to take full 
advantage of the recovery expected next year; 


— second, it acts to build personal and economic security by keeping 
Canadians safe, terrorists out and our borders open and efficient; 


— third, it keeps the nation’s finances healthy by balancing the budget 
this year and for the next two years; and 


— fourth, it fully protects the $100-billion tax cut and the $23.4 billion 
in increased support for health care and early childhood development. 


THE BUDGET PLAN 2001 


Global Economic Slowdown and Implications for Canada 


Economic growth in all major economies slowed sharply in the first half of 
this year. A variety of factors contributed to the global slowdown, including 
higher interest rates and energy prices and a sharp decline in global high 
technology investment. The events of September 11 introduced a further 
shock to the global economy through disruptions in economic activity and 
sharp declines in confidence, particularly in the United States. 


Forecasters have further downgraded their outlook for the U.S. economy, 
incorporating a recession now underway. Weakness in the U.S. economy 
is expected through the first half of 2002, followed by a rebound in the 
second half of the year. 


This is affecting the Canadian economy, which has slowed considerably 
in response to weaker export demand from our largest trading partner. 
The Canadian economy contracted in the third quarter, and most private 
sector forecasters expect further weakness in the fourth quarter. They expect 
positive but modest growth in the first half of 2002, with growth picking up 
in the second half of the year. 


There is considerable uncertainty in the global outlook. If U.S. consumer 
and business confidence erode further, global growth could remain weak and 
the recovery could be delayed. 


Canada is better positioned than in the previous downturn of the early 
1990s to weather difficult economic times because of: 


— healthier finances through balanced budgets and debt repayment; 
— the $100-billion tax cut, proportionately larger than in the U.S.; 


— low and stable inflation; 


declining foreign debt; and 


historically low interest rates. 
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Canada’s Fiscal Progress Through 2000-2001 


The federal government recorded a budgetary surplus of $17.1 billion 

in 2000-01. This is the largest annual surplus since Confederation and the ~ 
fourth consecutive annual surplus, following surpluses of $3.5 billion in 
1997-98, $2.9 billion in 1998-99 and $12.3 billion in 1999-2000. 


Net public debt has declined $35.8 billion from its peak of $583.2 billion 
in 1996-97 to stand at $547.4 billion. This debt paydown, coupled with 
Canada’s strong economic growth, has resulted in a significant decline in 
the federal debt-to-GDP (gross domestic product) ratio, from its peak of 
70.7 per cent in 1995-96 to 51.8 per cent in 2000-01. This decline in net 
public debt has resulted in ongoing savings in debt interest payments of about 
$2.5 billion each and every year. 


Federal market debt — the debt issued on credit markets — has declined by 
over $30 billion from its peak of $476.9 billion in 1996-97 to $446.4 billion 
in 2000-01. The market debt-to-GDP ratio has declined to 42.3 per cent, 
down from its peak of 57.8 per cent in 1995-96. 


The amount of every revenue dollar collected by the federal government 
that is used to pay interest on the public debt declined to 23.6 cents in 
2000-01, down from 36 cents in 1995-96, and is now at its lowest level 
since 1981-82. 


Federal program spending as a percentage of GDP has fallen from 
16.4 per cent in 1993-94 to 11.3 per cent in 2000-01, its lowest level 
since 1948-49. More than two-thirds of the improvement in the budgetary 
balance since 1993-94 is attributable to the decline in program spending. 


The aggregate provincial-territorial budget recorded a record surplus of 
$12 billion in 2000-01, the second consecutive surplus. Eight provinces and 
two territories reported budgetary surpluses in 2000-01. 


On a total government basis, between 1992 and 2000 Canada achieved 
the largest improvement in its financial balance of all Group of Seven (G-7) 
countries. In 2000 Canada’s surplus reached 3.2 per cent of GDP, compared 
to an average deficit of 0.1 per cent for the G-7 countries. 
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Private Sector Five-Year Economic and Fiscal Projections 


The Department of Finance meets each fall with the chief economists of the 
major chartered banks and three private sector economic forecasting firms. 
The objective of this exercise is to agree on a set of economic assumptions for 
planning purposes, which the forecasting firms then use to develop fiscal 
projections of the budgetary balance for the current fiscal year and each 

of the next five years. However, because of the greater degree of uncertainty 
associated with longer-term projections, budget decisions are made on a 
rolling two-year horizon. 


In the absence of any policy decisions proposed in this budget, the 
average private sector projections of the surplus for fiscal-planning purposes 
are $7.3 billion in 2001-02, $3.8 billion in 2002-03, $5.7 billion in both 
2003-04 and 2004-05, $9.7 billion in 2005-06 and $14.3 billion in 2006-07. 


These projections of the fiscal surplus reflect the effects of the slowdown 
in economic growth in both 2001 and 2002 and the rebound in the years 
thereafter. In addition, the agreements on health renewal and early childhood 
development reached by first ministers in September 2000 and the impact of 
the $100-billion Five-Year Tax Reduction Plan further restrain the surplus 
projections to 2004-05 — the year in which the tax reduction plan is fully 
implemented. Thereafter larger surpluses are projected. 


These fiscal projections are based on the October 2001 survey of private 
sector economists. Subsequently private sector economists have adjusted their 
short-term economic forecasts to incorporate more current data, including 
the third-quarter National Accounts results for Canada and the U.S., 
which were released on November 30, 2001. These adjusted economic 
assumptions were used in deriving the rolling two-year budget fiscal 
forecasts in Chapter 7. 
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Enhancing Security for Canadians 


The 2001 budget contains measures to enhance personal and economic 
security by: keeping Canadians safe, keeping terrorists out of Canada and 
keeping Canada’s borders secure, open and efficient. 


In total, the budget provides $7.7 billion over the next five years 
to enhance security for Canadians. This includes $6.5 billion for security, 
including air security and Canada’s military. It also includes more than 
$1.2 billion for border initiatives aimed at strengthening border security, 
facilitating the flow of goods and people, and improving border 
infrastructure. 


Security .. 


Intelligence and Policing 
The budget includes $1.6 billion over the next five years for intelligence and 
policing to: 

— equip and deploy more intelligence officers and police officers; 


— improve co-ordination and information sharing among 
law enforcement, intelligence and national security agencies; 

— boost marine security through greater funding for coastal surveillance; 
and 


— strengthen the role of the Financial Transactions and Reports Analysis 
Centre of Canada in cutting off terrorist financing. 


Screening of Entrants to Canada 


In total, $1 billion will be provided over the next five years to improve the 
screening of visitors, immigrants and refugee claimants entering Canada. 
These initiatives include: 


— better and more accurate screening both at Canada’s ports of entry 
and abroad; and 


— faster and more thorough screening of refugee claimants. 
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Emergency Preparedness and Military Deployment 


Budget 2001 provides more than $1.6 billion to: 


double the capacity of Joint Task Force Two — the Canadian Forces’ 
elite anti-terrorist unit; 


support Canadian military participation in the international war 
on terrorism; 


fund military equipment purchases; 


improve laboratories and purchase specialized equipment to 
strengthen Canada’s ability to respond to chemical, biological and 
nuclear threats; and 


improve the ability to protect Canada’s critical infrastructure — 
such as water and energy utilities and transportation and 
communications systems. 


A New Approach to Air Security 


In total, $2.2 billion will be provided over the next five years to make 
air travel more secure in accordance with rigorous new national 
Transport Canada standards. To ensure that these standards are met, 
the Government will create a new federal air security authority. 


New air security measures will include: 


armed undercover police officers on Canadian aircraft; 

better-trained personnel to screen passengers and carry-on baggage; 
new state-of-the-art explosive detection systems at Canada’s airports; 
enhanced policing in airports; 


permanent modifications to aircraft cockpit doors to make 
them more secure; and 


enhanced security zones at airports, including handling facilities and 
on tarmacs. 


These measures will be funded by a new Air Travellers Security Charge 
to be paid by air travellers starting April 1, 2002. 
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A Secure, Open and Efficient Border 


More than $1.2 billion will be invested in border-related measures to address 
security concerns and enhance long-term economic prospects by making the’ 


Canada-U.S. border more open and efficient. 


Border Security and Facilitation 


Of the more than $1.2 billion dedicated to border-related measures, 


$646 million will be targeted to measures aimed at enhancing border security 
while facilitating the flow of goods and people between Canada and the 


United States. These include: 


new technology to help the Canada Customs and Revenue Agency 
facilitate the passage of goods and people at border-crossing points; 


new Canadian multi-agency Integrated Border Enforcement Teams 
to co-ordinate intelligence and enforcement efforts along the 


Canada-U.S. border; 


advanced information-sharing technology to help Customs officers 
screen travellers arriving at airports and other border-entry points; 


better equipment for detecting explosives, firearms and other dangers 
without delaying the flow of legitimate commerce or tourism; and 


new secure Internet-based technology to ease Customs compliance 
for small business. 


Border Infrastructure 


To help make the border more efficient, Budget 2001 also creates a new 


$600-million program to improve infrastructure — such as highways, 


commercial vehicle processing centres and technology — that supports major 
border crossings. This will be done in co-operation with public and private 


sector partners on both sides of the border. 
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Strategic Investments: Bridging to the Future 


Budget 2001 addresses immediate needs through targeted, strategic 
investments that provide a stimulative boost to confidence in the economy. 
It does so as it advances, in a fiscally affordable way, the long-term plan 
the Government has put in place. 


Investing in Health Initiatives 


Because Canada’s publicly funded health care system reflects the fundamental 
values shared by aii Canadians, the budget: 


— confirms that the $23.4 billion in funding to support health and early 
childhood development agreements reached by first ministers in 
September 2000 is fully protected; 


— further strengthens the federal government’s contribution to Canada’s 
health care system by providing $95 million to the Canadian Institute 
for Health Information; and 


— provides a $75-million increase to the annual budget of the Canadian 
Institutes of Health Research. 


Investing in Skills, Learning and Research 


Because the Government is committed to providing every opportunity for 
Canadians to upgrade their skills, and because research today is the source 
of new jobs tomorrow, the budget includes more than $1.1 billion over 
three years to support skills, learning and research by: 


— increasing funding for sector councils; 


— improving support for people with disabilities who pursue 
higher education; ~ 

— reducing waiting period provisions for apprentices in the employment 
insurance (EI) program, allowing an income tax deduction for 
apprentice vehicle mechanics’ tools, and assisting mentoring and 
business support to young entrepreneurs; 
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exempting from income tax, tuition assistance for adult basic 
education provided under certain government programs, and 
extending access to the education tax credit; 


helping offset indirect research costs at universities and 
research hospitals; 


supporting leading-edge technologies and expanding regional 
innovation initiatives across the country through increased funding to 
the National Research Council of Canada; 


providing additional funding to the Natural Sciences and Engineering 
Research Council and the Social Sciences and Humanities Research 
Council; and 


extending funding for Internet initiatives including SchoolNet, 
the Community Access Program and Government On-Line, 
and building CA*net 4, a new generation of Internet 
broadband network architecture. 


In total, the Government’s expenditures on science and technology 
are estimated at $7.4 billion in 2001-02, an increase of 25 per cent from 
the previous peak. 


Investing in Strategic Infrastructure and the Environment 


Because investments in infrastructure will both stimulate job creation and 
confidence in the short term and make the economy more productive and 
competitive in the long term, the budget announces targeted investments of 
nearly $3 billion that: 


create the Strategic Infrastructure Foundation, with a minimum federal 
commitment of $2 billion, to fund large strategic projects; 


confirm $680 million in funding for a capital grants program 
to alleviate the shortage of affordable rental housing; 


double funding to the Green Municipal Enabling Fund and 
the Green Municipal Investment Fund; and 


enhance incentives for renewable energy and energy efficiency projects. 
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Aboriginal Children 


Because the well-being of Aboriginal children today will lead to stronger 
First Nations communities in the future, this budget provides $185 million 
over the next two years to: 


— enhance programs such as child care and head start programs, 
which support early childhood development; 


— intensify efforts to reduce the incidence of fetal alcohol syndrome and 
fetal alcohol effects on reserves; and 


— provide increased funding to support children on reserves 
who have special needs at school. 


Furthering International Assistance 


Because Canada recognizes the importance of helping those most in need 
beyond its borders, the budget increases international assistance by $1 billion 
over three years. Among other things, the budget will: 


— commit $500 million to a fund promoting sustainable development 
in Africa; and 


— provide humanitarian emergency assistance in Afghanistan. 
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Financial Management in Uncertain Times 


This budget projects balanced budgets or better for 2001-02 and for 
each of the next two fiscal years. The global economic outlook remains 
uncertain. However, even using the average of the four most pessimistic 
private sector forecasts, balanced budgets are still projected for each year 
of the budget plan. 


Program spending is projected to increase by 9.4 per cent in 2001-02. 
Over three-quarters of this increase is due to higher cash transfers to the 
provinces and territories for health care, funding to enhance security, and 
higher EI and elderly benefits. 


Budgetary revenues are projected to decline in 2001-02, reflecting 
the impact of the second year of the Government’s tax reduction plan, 
the six-month deferral of monthly corporate tax instalment payments for 
small businesses, and the weakness in the economy. 


The debt-to-GDP ratio is expected to fall to under 50 per cent in 
2002-03, its lowest level in 17 years. 


The unforeseen circumstances of both the global economic slowdown 
and the terrorist attacks of September 11 have created exceptional fiscal 
pressures. As a result, the Government will use the economic prudence and 
part of the Contingency Reserve for each year of the budget plan. The 
Contingency Reserve is set at $1.5 billion for 2001-02, rising to $2.0 billion 
in 2002-03 and $2.5 billion in 2003-04. It is the Government’s intention 
to rebuild the normal Contingency Reserve and economic prudence as 
soon as possible. 


In good economic times the Government paid down a substantial 
amount of debt — $35.8 billion in the last four years. Given the current 
economic weakness, it has decided not to pay down any debt this year. 
Any surplus at the end of fiscal year 2001-02 will be dedicated to the 
Strategic Infrastructure Foundation and the Africa Fund. 
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Summary of Spending and Revenue Initiatives 
Since the October 2000 Economic Statement 


Table 1.1 presents the fiscal impact of the spending and revenue initiatives 
proposed in this budget. Table 1.2 presents the fiscal impact of the measures 
announced since the October 2000 Economic Statement but before the 2001 
budget. Table 1.3 shows the total fiscal impact of all measures proposed since 
the October 2000 Economic Statement. 


The cumulative cost of the measures over the three years from 2001-02 
to 2003-04 amounts to $8.5 billion. Of this amount, $4.2 billion, or nearly 
half, is for measures directed at enhancing security for Canadians. 
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Table 1.1 
Spending and Revenue Initiatives Proposed in the 2001 Budget 


2001 - 2002- 2003- 
2002 2003 2004 


(millions of dollars) 


Spending initiatives proposed in this budget 
Enhancing security for Canadians 


Security 1,067 1 2ae 1,236 
Secure, open and more efficient 
Canada-U.S. border 2 306 260 
Total 1,139 1023 1496 
Bridging to the future 
Investing in health ee 78 78 
Investing in skills, learning and research 429 318 318 
Strategic infrastucture and the environment 207 181 234 


Strategic Infrastructure Foundation: 
minimum commitment of $2 billion 


Aboriginal children 90 95 
International assistance ZNO 285 
Africa Fund: commitment of $500 million 

Total 956 667 On 
Departmental operations 569 361 198 
Total spending initiatives 2,664 2,551 2,703 


Revenue and cost recovery initiatives proposed 
in this budget 
Deferral of corporate income tax instalments 


for small businesses 2,000 = -2,000 
Tax expenditures 10 40 60 
Air Travellers Security Charge -430 -445 
Cost recovery -50 -00 
Total 2,010 -2,440 -435 
Total spending, revenue and cost recovery initiatives 4,674 111 2,268 
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Table 1.2 
Spending and Revenue Initiatives Announced Before the 2001 Budget 


2001 - 2002- 2003- 
2002 2003 2004 


(millions of dollars) 


Spending initiatives 
Improving the quality of life for Canadians 
and their children 


Community health and environment BWAS) 180 167 
Culture and branding Canada abroad 305 395 196 
Crime prevention and drug strategy 30 30 30 
Employment insurance benefits Sie) 89 89 
Community safety and crime prevention 23 32 45 
Total 565 726 526 


Making Canada’s economy more innovative 
Research and develooment 


Government On-line 120 
Providing essential public services 
Economic adjustment 183 103 120 
Furthering international co-operation PAS) of 26 
Total 208 140 146 
Total spending initiatives 894 866 672 


Revenue initiatives 
Donations of certain publicly traded securities 


to charities 70 70 
Tobacco tax increases =P E5 -440 -440 

Total -275 -370 -370 
Total spending and revenue initiatives 619 496 302 
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Table 1.3 
Spending and Revenue Initiatives Proposed 
Since the October 2000 Economic Statement 


2001 - 


2002 


2002- 


2003 


2003- 
2004 


Spending initiatives 
Enhancing security for Canadians 
Bridging to the future 
Improving the quality of life for Canadians 
and their children 
Providing essential public services 


Total 


Revenue and cost recovery initiatives 
Deferral of corporate income tax instalments 
for small businesses 
Tax expenditures 
Air Travellers Security Charge 
Tobacco tax increases 
Cost recovery 


Total 


Total spending and revenue initiatives since the 
October 2000 economic statement 


(millions of dollars) 


1130) . “528s == 40406 
1,076 667 1,010 
565 726 526 
Vea 501 344 
3557 S417 ©3875 
9.000: =2,000 
10 105 120 
-430 -445 
275  -440  -440 
-50 -50 
1.735 “2815 -815 
5,293 602 ~—-2,560 


Note: Numbers may not add due to rounding. 
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Fiscal Outlook to 2003-04 


Table 1.4 presents the fiscal outlook to 2003-04, taking into account 
the spending and revenue initiatives proposed since the October 2000 


Economic Statement. 


Table 1.4 


Summary Statement of Transactions: Budget 2001 


2000- 2001- 2002- 2003- 
2001 2002 2003 2004 
(billions of dollars) 
Budgetary transactions 
Budgetary revenues VZG.O 0 A tede 0 ctl 4at OO 7G 
Program spending 119;3° 130.5 136:6" 140.2 
Operating balance 59:2 6 AUT Bo.2 40.4 
Public debt charges 42.1 39.2 36.3 38.1 
Less: Contingency Reserve Aiea) PAS) Zo 
Budgetary balance ve 0.0 0.0 0.0 
Net public debt! 547.4. 547.4 547.4 547.4 
Non-budgetary transactions 
Loans, investments and advances = 150 -1.9 -1.9 ~2i2 
Pensions and other accounts poe) Take? 0.0 20 
Other De ee 0.9 0.8 
Total t.8. 2 =179 -1.0 gee 
Financia! requirements/source 19.0 -1.9 -1.0 tee 
Per cent of GDP 
Budgetary revenues 10:9" 15.5 15.9 10:0 
Program spending Vio hee 12.4 ter 
Public debt charges 4.0 3.6 3.3 3.3 
Net public debt! S18. 350.5 49.9 47.1 


Note: Numbers may not add due to rounding. 
1 Assumes no incremental debt paydown. 
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Global Economic Slowdown 
and Implications for Canada 


THE BUDGET PLAN 2001 


Highlights 


™ Economic growth in all major economies slowed sharply in the 
first half of this year. 


m A variety of factors contributed to the global slowdown, including 
higher interest rates and energy prices and a sharp decline in 
global high technology investment. 


mM The events of September 11 introduced a further shock to the 
global economy through disruptions in economic activity and sharp 
declines in confidence, particularly in the United States. 


™@ Forecasters have further downgraded their outlook for the 
U.S. economy, incorporating a recession now underway. Weakness 
in the U.S. economy is expected through the first half of 2002, 
followed by a rebound in the second half of the year. 


@ This is affecting the Canadian economy, which has slowed 
considerably in response to weaker export demand from our 
largest trading partner. 


m@ The Canadian economy contracted in the third quarter, and most 
private sector forecasters expect further weakness in the fourth 
quarter. They expect positive but modest growth in the first half 
of 2002, with growth picking up in the second half of the year. 


@ There is considerable uncertainty to the global outlook. If U.S. 
consumer and business confidence erode further, global growth 
could remain weak and the recovery could be delayed. 


@ Canada is better positioned than in the previous downturn of the 
early 1990s to weather difficult economic times because of: 


— healthier finances through balanced budgets and 
debt repayment; 


the $100-billion tax cut, proportionately larger than in the U.S.; 


low and stable inflation; 


declining foreign debt; and 


- historically low interest rates. 


Note: This chapter incorporates data available up to December 3, 2001. 
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The world economic outlook has weakened significantly 


World Real Gross Domestic Product (GDP) Growth 


per cent 


Hs Actual 

|__| May 2001 outlook 

September 2001 outlook (pre-September 11) Soe Be 
23 November 2001 update 


Sources: IMF, World Economic Outlook (May 2001, September 2001 and November 2001 update). 


m™ Last spring the International Monetary Fund (IMF) expected global 
economic growth to average 3.2 per cent in 2001 and 3.9 per cent in 2002. 
However, the global economic outlook has weakened significantly since then. 


™ World economic conditions had begun to deteriorate before the terrorist 
attacks on the U.S. By early September the IMF expected global economic 
growth of 2.6 per cent in 2001 and 3.5 per cent in 2002 — a downward 
revision of about 0.5 per cent for both years. 


m@ The events of September 11 disrupted economic activity and affected 
confidence in all major economies, leading the IMF to further revise down 
its growth forecast, particularly for 2002. The IMF now expects the return 
to more robust growth to be delayed until mid-2002, leaving its forecast for 
world economic growth at just 2.4 per cent for both 2001 and 2002. 


m Although average growth is forecast to be the same in 2002 as in 2001, 
growth is expected to accelerate from a slow pace in early 2002 to a more 
robust pace by the second half of the year. 
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Growth was already slowing in all major economies 
prior to September 11, particularly in the U.S. 


Real GDP Growth for the U.S., Euro Area and Japan 


per cent, period to period at annual rates 


6 ———EEEE——————————————— ee 


First half of 2001 


United States Euro area Japan 


@ Even prior to the September 11 terrorist attacks on the U.S., all major 
economies were experiencing a slowdown in growth. This synchronized 
slowdown was fuelled by a number of factors, including: 


— monetary tightening during 1999 and 2000; 
— high energy prices in 2000; and 


— asharp downturn in business investment in information and 
communications technology (ICT) goods accompanied by a steep 
decline in technology-sector equity prices. 


m By the late 1990s both the U.S. and the euro area were experiencing 
growth that was widely viewed as unsustainably strong, fuelling fears of a 
resurgence of inflation. In response, monetary authorities began to increase 
interest rates in an attempt to engineer a soft landing for these economies. 
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@ Rapid growth in the major economies in the late 1990s also created 
strong global demand for energy, which outpaced supply. In response, energy 
prices rose sharply and remained at high levels for longer than expected. 


m The monetary tightening and high energy prices weakened global demand 
conditions. The slowdown was exacerbated by the sharp downturn in 
business investment in ICT goods. Indeed, the impact of the sharp decline 

in ICT investment was felt especially strongly in the U.S. — not surprisingly, 

as the U.S. is the world’s largest producer and user of ICT goods. 


m@ Inthe first half of 2001 real U.S. business demand for ICT goods fell by 
16 per cent (annual rate) — a sharp deterioration from average growth 
of over 20 per cent in 2000. This turnaround was responsible for over 


three-quarters of the overall slowdown in U.S. GDP growth from 2000 to 
the first half of 2001. 
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The terrorist attacks disrupted an already weakening 
U.S. economy... 


Monthly Change in U.S. Employment — Selected Industries 


per cent 


(ee a sre eee ee ee 


BBB Hotels and other lodging places 
[£—) Air transportation and transportation services 


23s ee en es ee ae Be - ee 
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@ Although the economic slowdown has been global, it has been 
particularly pronounced in the U.S. In this context, September 11 represented 
a significant shock to already weakening U.S. economic conditions. 


@ The impacts of the disruptions caused by the terrorist attacks appear to 
have been significant and widespread, affecting manufacturing output and 
shipments, international trade and consumer spending. 


@ The immediate impacts of the attacks were most evident in declines in 
employment. In October, in the first monthly survey after the attacks, 
U.S. non-farm employment fell by 415,000, its sharpest monthly drop 
since May 1980, with close to one-quarter of these job losses in the 
accommodation and air transportation industries. 
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...and further weakened U.S. consumer and 
business confidence 


U.S. Consumer Confidence and Business Conditions Indices 
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1 Conference Board’s Index of Consumer Confidence. 
2 Non-Manufacturing Business Activity Index of the National Association of Purchasing Management. 
3 Purchasing Managers’ Index (Manufacturing Industries) of the National Association of Purchasing Management. 


m The immediate disruptions in specific sectors of activity were 
accompanied by sharp declines in both business and consumer confidence. 


@ U.S. consumer confidence declined 14.9 per cent in September and a 
further 12.1 per cent in October — its largest decline over any two-month 
period since the invasion of Iraq in early 1991. 


m™ The decline in confidence was reflected in the decline in consumer 
spending in September, the steepest monthly decline in nearly 15 years. While 
consumer spending rebounded sharply in October, this largely reflected 
unusually attractive car dealer sales incentives. Falling confidence still 
suggests potential weakness in consumer spending looking ahead, although 
there is considerable uncertainty about the outlook. 

™ Business confidence also fell sharply in the wake of the terrorist attacks. 
For example, the National Association of Purchasing Management indices 
for both manufacturing and non-manufacturing business activity declined 
sharply in October. These indices reveal widespread declines in both current 
and expected economic activity. 
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U.S. private sector forecasters expect a recovery 
beginning by mid-2002 


U.S. Real GDP Growth 


per cent, period to period at annual rates 
5 ~ 7 aan 


BS Actual Forecast 


Up a T eer meal T ae ie a {hp T ai 
2001 2001 2001 2001 2002 2002 2002 2002 2000 2001 2002 
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 


Source: Blue Chip Economic Indicators, November 2001. 


@ Interruptions in economic activity in September compounded the existing 
slowdown, pushing real GDP growth down to -1.1 per cent in the third quarter. 


@ And with the deterioration in both consumer and business confidence, 
private sector forecasters now expect that the U.S. economy will contract 
further in the fourth quarter of 2001 (-1.9 per cent), leaving real GDP in the 
fourth quarter 0.3 per cent below its level at the end of 2000. 


@ On average, forecasters anticipate that the U.S. economy will return to 
positive although modest growth in the first half of 2002. Growth is expected 
to accelerate to the 4-per-cent range in the second half of the year, fuelled by: 


— the lagged effects of this year’s interest rate cuts; 
- U.S. fiscal stimulus enacted both before and after September 11; and 


— the benefits to consumers and businesses of the recent sharp decline 
in energy prices. 


@ Given the uncertainty in the aftermath of the events of September 11, 
the major risk to the forecast is the possibility that consumer and business 
confidence will recover more slowly than anticipated. 
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The weak first half of 2002 is expected to constrain 
U.S. growth to 1.1 per cent next year 


Table 2.1 
U.S. Forecast Summary 


2001 2002 
(per cent) 
Real GDP growth 
October 2000 Economic Statement and Budget Update 3.5 n/a 
May 2001 Economic Update ieee 3.2 
December 2001 budget es ites 
CPI inflation 
October 2000 Economic Statement and Budget Update 2m n/a 
May 2001 Economic Update 2.9 24 
December 2001 budget 29 2.0 
3-month Treasury bill rate 
October 2000 Economic Statement and Budget Update 6.2 n/a 
May 2001 Economic Update 43 4.5 
December 2001 budget 3.4 23 
10-year government bond yield 
October 2000 Economic Statement and Budget Update 6.1 n/a 
May 2001 Economic Update 5.0 5.3 
December 2001 budget 4.9 4.6 


Sources: September 2000, April 2001 and November 2001 Blue Chip Economic Indicators. 


m@ Private sector forecasters now expect U.S. real GDP growth to be 

1.1 per cent in both 2001 and 2002. As is the case with the global outlook, 
however, the relatively slow pace of average growth in 2002 expected for the 
U.S. economy reflects the expectation of weak growth in the first half of the 
year combined with a return to robust growth in the second half of 2002. 


m These forecasts are substantially lower than those earlier this year and at 
the time of the October 2000 Economic Statement and Budget Update. 


m In line with lower growth expectations and energy prices, U.S. inflation is 
expected to decline to 2 per cent in 2002 from nearly 3 per cent this year. 


m™ Reflecting the weaker forecasts for U.S. growth and the actions taken by 
the Federal Reserve Board since the beginning of the year, forecasters have 
sharply lowered their expectations for interest rates for next year. 
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Weakness in the U.S. economy has significantly 
affected Canadian exporis 


Canadian Real Export Growth and 


Real Final Domestic Demand Growth 


per cent, period to period at annual rates 
1 6 Ss ee a 
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@ Given our close trade ties, the downturn in the U.S. economy has had a 
negative impact on the Canadian economy. 


@ Real export growth had been a substantial contributor to overall GDP 
growth in Canada through 1998, 1999 and the early part of 2000. However, 
it slowed sharply in mid-2000, before posting three consecutive steep 
quarterly declines starting in the first quarter of 2001. By the third quarter 
of this year real exports had declined 4.4 per cent from their level at the 


end of last year, which has contributed significantly to the growth slowdown 
am 200 |, 


@ In contrast, final domestic Canadian demand continued to grow over 
the period, albeit at a slower pace than in much of 2000. 


m@ By the third quarter of 2001 real final domestic demand growth had 
eased to 1.1 per cent, in large part due to a sharp decline in consumer 
spending on goods which occurred immediately following the terrorist 
attacks of September 11. 
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Labour market conditions have weakened in Canada, 
particularly in export-oriented manufacturing industries 


Manufacturing Sector Employment | 
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1 Includes manufacturers of computers and electronic products, automotive products, electrical equipment, 
appliances and components, paper and wood products, and primary metal products. 
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@ In tandem with weakening export demand from a slowing U.S. economy, 
signs of weakness began to appear in labour markets in Canada early this 
year — particularly in export-oriented manufacturing industries. Total 
employment has remained virtually unchanged and the unemployment rate 
has risen modestly this year. 


@ Inthe aftermath of the September 11 terrorist attacks, the unemployment 
rate rose and employment in manufacturing industries declined. At the same 
time, average hours worked per employee declined sharply, indicating the 
possibility of further declines in employment in the months ahead. 
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September 11 disruptions impacted on Canadian output 


Real Output by Industry 
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@ The immediate disruptions in economic activity were also apparent in 
industry output, which declined by 0.8 per cent in September — its sharpest 
monthly decline in fifteen years. 


m™ As in the United States, air travel and accommodation and related service 
industries were significantly affected in Canada in September, falling 

19.1 per cent and 10.9 per cent, respectively. Significant declines were also 
reported in retail trade industries, which faced a sharp decline in consumer 
spending in the days following the terrorist attacks. As well, production of 
motor vehicles and parts dropped sharply in the month, in part reflecting 
delays at the Canada/U.S. border and supply shortages. 

™ While these industries account for just over 8 per cent of aggregate 
output in the economy, they contributed close to one-half of the overall 
decline in September. 

@ The overall Canadian manufacturing sector, which had already slowed 
significantly in response to the existing slowdown in the U.S., fell a further 
2.1 per cent as a result of the September 11 disruption. 
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A smoothly functioning Canada-U.S. border has become 
increasingly important to the Canadian economy 


Two-Way Merchandise Trade Between Canada and the U.S. 


billions of dollars per cent of Canadian GDP 
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@ A well-functioning Canada-U.S. border is critical to the Canadian 
economy, and to the manufacturing sector in particular. In fact, two-way 
merchandise trade between the two economies rose from about $100 billion 
in 1980 to over $600 billion in 2000, while its share of Canadian GDP 
almost doubled to close to 60 per cent during the same period. Including 
trade in services, two-way trade between Canada and the U.S. now totals 
close to $2 billion per day — by far the largest two-way trade between any 
two countries. 


@ A smooth flow of goods across the border is also important for the 
U.S. economy as Canada is the largest export market for the U.S., receiving 
about 25 per cent of its exports. 


m@ Since September 11 concern has arisen about predictable and efficient 
access at the Canada-U.S. border. 


@ Uncertainty regarding delays translates into real costs for Canadian and 
U.S. producers, particularly in the manufacturing sector, where just-in-time 
inventory systems mean that a significant share of inputs and final products 
are In transit at any one time. Unless addressed, unpredictable border delays 
would hinder production, export growth and investment. 
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Business and consumer confidence have declined 


Canadian Consumer and Business Confidence 
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|The October update of consumer confidence was not adjusted for normal seasonal variations in the index. 


Source: The Conference Board of Canada. 


@ Slower employment growth, concerns over the timing of a rebound in 
the U.S. economy, and uncertainty about the near-term economic outlook 
have reduced consumer and business confidence in Canada. 


m As in the U.S., there has been a significant weakening of consumer 
confidence in Canada. The most recent data, based on a special survey 
conducted by The Conference Board of Canada in early October, showed 
a sharp drop in consumer confidence from the quarterly survey of 

early September. 

m@ The impact on business confidence has also been sharply negative, as 
the measure showed its steepest quarterly decline on record since 1977. 
Business confidence had been declining significantly from its recent peak in 
late 1999 in tandem with weakening economic conditions. 
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The private sector outlook for 2001 and 2002 
has been revised down sharply 


Real GDP Growth | 


per cent 
5 SS a Se ae a ge rs en a 
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October 2001 private sector survey 


December 2001 budget 


Sources: September 2000, March 2001 and October 2001 Department of Finance surveys of private sector 
forecasters; December 2001 consultation with private sector forecasters. 


@ The Department of Finance conducted its regular survey of Canadian 
private sector economists in early October, which is the basis for the five-year 
status quo fiscal projections provided in Chapter 4. Since the October survey 
new data showed larger than expected GDP contractions in the third quarter 
of 0.8 per cent in Canada and 1.1 per cent in the United States. In light of 
these data, the Department of Finance again consulted private sector 
economists in early December to obtain an update of their October view. 
This updated outlook is used in this budget for two-year fiscal-planning 
projections provided in Chapter 7 (see Table 2.2). 


™ Private sector forecasters expect real GDP to decline further in the fourth 
quarter, implying growth of 1.3 per cent in 2001 and 1.1 per cent in 2002, 

a substantial downward revision from October 2000. As in the U.S., they 
expect positive but modest growth in the first half of 2002, with a solid 
rebound in the second half of the year. This reflects the impact of lower 
interest rates, fiscal stimulus from federal and provincial tax cuts, and the 
expected recovery of the U.S. economy. Growth for 2003 is expected to be 

a robust 3.9 per cent. 
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m The adjusted forecast also indicates GDP inflation of 1.3 per cent in 2001 
and 0.2 per cent in 2002. Together with changes to forecast real GDP 
growth, these changes result in expected nominal GDP growth of 2.6 per cent * 


in 2001 and 1.3 per cent in 2002. 


™ Reflecting a weaker economy and substantial interest rate reductions this 
year, private sector forecasters expect short-term interest rates of 2.4 per cent 
in 2002 and 4.0 per cent in 2003. Current private sector expectations 


for 10-year government bonds are at 5.5 per cent in 2002 and 5.9 per cent 


in 2003. 
Table 2.2 
Evolution of the Average Private Sector Forecasts for Canada 
2001 2002 2003 
(per cent) 
Real GDP growth 
October 2000 Economic Statement and Budget Update 3.5 3.0 D0 
May 2001 Economic Update 2.4 3.4 3.4 
October 2001 private sector survey neo lee 3.9 
December 2001 budget 1.3 1.1 3.9 
GDP inflation 
October 2000 Economic Statement and Budget Update rap) ee 1.9 
May 2001 Economic Update 1x6 vee eX) 
October 2001 private sector survey 2,0 1.6 1.9 
December 2001 budget 1.3 0.2 1.9 
Nominal GDP growth 
October 2000 Economic Statement and Budget Update OMe 4.6 5.0 
May 2001 Economic Update 4.2 Oe 5.4 
October 2001 private sector survey 4.4 3s 5.9 
December 2001 budget 226 1.3 5.9 
3-month Treasury bill rate 
October 2000 Economic Statement and Budget Update oye. oy3 5A 
May 2001 Economic Update 4.6 47 5.4 
October 2001 private sector survey 4.0 fo Pr 4/7 
December 2001 budget 3.8 2.4 4.0 
10-year government bond yield 
October 2000 Economic Statement and Budget Update 5.9 ous! 5.9 
May 2001 Economic Update 5.3 5:5 5.8 
October 2001 private sector survey oy) 55 5.9 
a0 eke 5.9 


c December 2001 budget 


Sources: September 2000, March 2001 and October 2001 Department of Finance surveys 
of private sector forecasters; December 2001 consultation with private sector forecasters. 
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The Canadian economy is better positioned to weather 
the current global slowdown than it has been in decades 


Real GDP Growth 


per cent 
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1 Outlook: Department of Finance consultation with private sector forecasters, December 2001. 


m@ Canada is not immune to the current global economic slowdown, in 
particular the slowdown of the U.S. economy. However, Canada is better 
positioned to cope with negative external economic conditions than was the 
case in the previous downturn of the early 1990s. 


m At that time economic growth declined significantly and remained weak 
for an extended period. This reflected several factors, including high and 
rising government deficits; entrenched expectations of high inflation, which 
kept interest rates high, and rising levels of foreign indebtedness. 


@ Today this situation has improved markedly, which is reflected in the 
expectation by private sector forecasters of only a modest slowdown in 
growth. This expectation represents an acknowledgement of the following 
differences from the early 1990s: 


— areturn to fiscal balance has allowed the largest reduction of taxes 
in Canadian history; 


— a solid track record of successfully lowering inflation has eliminated 
the fear of a return to a high inflation environment; 


— there have been large interest rate cuts; and 


— Canada’s current account balance and net foreign debt positions have 
improved significantly. 
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The fiscal positions of the federal and provincial-territorial 
governments have improved significantly 


Federal and Provincial-Territorial Budgetary Balances 


(Public Accounts Basis) 
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= The most important difference between the current economic situation 
and that of the early 1990s is the dramatic turnaround in government 
finances in recent years. 


@ Prior to the slowdown of the early 1990s, governments ran substantial 
deficits. This placed constraints on the ability of fiscal and monetary policy 
to offset economic weakness. High government debt also left the Canadian 
economy far more vulnerable to external shocks. 


™ In fact, in the four years leading up to the recession of the early 1990s, 
the total federal-provincial-territorial government deficit was over 

$30 billion. In 2000-01 the federal and provincial-territorial governments 
recorded an aggregate budgetary surplus reaching almost $30 billion. 


m Asa result, governments are now in a position to play an effective role 
in stabilizing the economy without a return to the vicious circle of deficits 
and higher interest rates. 
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This has provided room for timely supportive 
fiscal measures 


Federal Fiscal Measures and Provincial Tax Relief 


per cent of GDP 
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™ The improvement in the federal government’s fiscal position has allowed 
it to introduce the largest tax reduction package in Canadian history, which is 
providing a substantial, and timely, boost to domestic demand. 


mM Indeed, reductions in federal taxes amount to over $17 billion in 2001, 
representing 1.6 per cent of GDP, rising to almost $20 billion in 2002, 

or 1.8 per cent of GDP. This represents a much larger share of GDP than 
U.S. federal tax cuts announced last spring — 0.4 per cent in 2001 and 

0.7 per cent in 2002. 


@ In addition, the stimulative impact of new spending measures at the 
federal level undertaken since the 2000 budget, including the initiatives in 
this budget, total $8.9 billion in 2001 and $11.0 billion in 2002. 


@ These measures, combined with federal tax cuts, represent 2.4 per cent 
of GDP in 2001 and 2.8 per cent in 2002. 


@ When provincial tax cuts are added, the total amount of supportive fiscal 
measures is 3.3 per cent of GDP this year and 4.0 per cent in 2002. 
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Improved fiscal conditions and low inflation 
have improved monetary policy flexibility 


Bank Rate, One-Year Mortgage Rate 
and Prime Business Rate 


per cent 


Prime business rate 
Bank Rate 


One-year mortgage rate 


@ The elimination of government deficits, along with a 10-year record of 
setting and meeting low inflation targets, has meant that monetary policy has 
been able to react to the current weakening economic conditions, a marked 
departure from the situation existing prior to the recession of the early 1990s. 


™ In early 1990, as signs of weakness began to appear in the Canadian 
economy, the combination of high inflation expectations and high fiscal 
deficits created conditions which prevented easier monetary policy. Indeed, 
interest rates continued to rise, further dampening economic growth. 


@ Incontrast, the current environment of low inflation and fiscal surpluses 
has allowed the Bank of Canada to lower interest rates nine times since the 
beginning of January, for a total of 350 basis points. Short-term interest rates 
are at their lowest level in more than 40 years. 
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Lower interest rates are translating into 
significant reductions in debt-servicing costs 
for households and businesses 


Table 2.3 
Savings on Interest Payments Since December 2000 
One-year Prime 
mortgage business 
rate rate 
Rate — December 2000 7.£0 (Fs 
Rate — December 3, 2001 4.60 4.00 
Change in rate -3.10 -3.50 
Monthly payment — December 2000 $744.16 $1562.50 
Monthly payment - December 3, 2001 $559.05 $833.33 
Change in monthly payment -$185.11 -$729.16 
Change in annual payment -$2,221.32 -$8,750.00 


@ Lower interest rates will help support domestic demand by sharply 
lowering the cost of borrowing for households and businesses. 


@ For instance, declines in mortgage rates since the beginning of this year 
have meant that a household that renegotiates a one-year mortgage of 
$100,000 will save more than $2,200 in annual payments compared to the 
end of last year. 


@ Similarly, declines in interest rates for businesses mean that annual 
payments on a small business loan of $250,000 tied to the prime rate would 
be $8,750 lower than they were at the end of last year. 


46 


GLOBAL ECONOMIC SLOWDOWN AND IMPLICATIONS FOR CANADA 


Canada’s current account and international investment 
positions are in their strongest positions in decades 


Current Account Balance 


per cent of GDP 


SSS aaa oe : T 2 pale Slt 
1988 1989 1990 1990 1990 nog 2000 2001 2001 
Qi Q2 Q3 Q1 Q2 


1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 


47 


THE BUDGET PLAN 2001 


@ The turnaround in government fiscal positions has gone hand-in-hand 
with a significant improvement in Canada’s current account balance. 


m@ Since the first quarter of 2000 the current account balance has averaged 
2.9 per cent of GDP — its highest level for any comparable period on record. 
In comparison, the current account was in a significant deficit position prior 
to the 1990 recession. 


@ The elimination of the current account deficit has pushed Canada’s net 
foreign debt as a share of GDP down to its lowest level since the 1950s. 
Canada’s net debt to foreigners stood at 23.1 per cent in 2000, a dramatic 
improvement from levels seen in the late 1980s and early 1990s. 
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Canada’s Fiscal Progress 
Through 2000-2001 


THE BUDGET PLAN 20014 


Highlights 


The federal government recorded a budgetary surplus of 

$17.1 billion in 2000-01. This is the largest annual surplus 
since Confederation and the fourth consecutive annual surplus, 
following surpluses of $3.5 billion in 1997-98, $2.9 billion in 
1998-99 and $12.3 billion in 1999-2000. 


Net public debt has declined $35.8 billion from its peak of 
$583.2 billion in 1996-97 to stand at $547.4 billion. This debt 
paydown, coupled with Canada’s strong economic growth, has 
resulted in a significant decline in the federal debt-to-GDP 
(gross domestic product) ratio, from its peak of 70.7 per cent in 
1995-96 to 51.8 per cent in 2000-01. 


This decline in net public debt has resulted in ongoing savings in 
debt interest payments of about $2.5 billion each and every year. 


Federal market debt — the debt issued on credit markets — has 
declined by over $30 billion from its peak of $476.9 billion in 
1996-97 to $446.4 billion in 2000-01. The market debt-to-GDP 
ratio has declined to 42.3 per cent, down from its peak of 
57.8 per cent in 1995-96. 


The amount of every revenue dollar collected by the federal 
government that is used to pay interest on the public debt 

declined to 23.6 cents in 2000-01, down from 36 cents in 

1995-96, and is now at its lowest level since 1981-82. 


Federal program spending as a percentage of GDP has fallen from 
16.4 per cent in 1993-94 to 11.3 per cent in 2000-01, its lowest 
level since 1948-49. More than two-thirds of the improvement in 
the budgetary balance since 1993-94 is attributable to the decline 
in program spending. 


The aggregate provincial-territorial budget recorded a record 
surplus of $12 billion in 2000-01, the second consecutive 
surplus. Eight provinces and two territories reported budgetary 
surpluses in 2000-01. 


On a total government basis, between 1992 and 2000 Canada 
achieved the largest improvement in its financial balance of 

all Group of Seven (G-7) countries. In 2000 Canada’s surplus 
reached 3.2 per cent of GDP, compared to an average deficit 
of 0.1 per cent for the G-7 countries. 
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Fourth consecutive budgetary surplus 


Federal Budgetary Balance 


(Public Accounts Basis) 


billions of dollars per cent of GDP 
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Sources: Public Accounts of Canada and Statistics Canada. 


m There was a record surplus of $17.1 billion in 2000-01. The federal 
government has now achieved four consecutive annual surpluses, including 
surpluses of $3.5 billion in 1997-98, $2.9 billion in 1998-99 and 

$12.3 billion in 1999-2000. 

m Asa percentage of GDP, the budgetary balance improved from a deficit 
of 5.8 per cent in 1993-94 to a surplus of 1.6 per cent in 2000-01, the largest 
surplus, as a percentage of GDP, since 1948-49. 

™ The four annual surpluses — totalling $35.8 billion since 1997-98 

— have been applied to reducing the net public debt. 

m™ This achievement reverses a trend of more than a quarter of a century of 
uninterrupted government deficits. Four consecutive surpluses have not been 
recorded since 1951-52. 

™ Ina span of seven years the federal budget balance has improved by 
$59.1 billion, from a $42-billion deficit in 1993-94 to a $17.1-billion surplus 
in 2000-01. 
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Better than expected fiscal outcome for 2000-01 
due to strong economic growth and lower spending 


Table 3.1 
Fiscal Outcome: Changes Between the October 2000 Economic Statement 
and Budget Update and End of Fiscal Year 2000-01 


(billions of dollars) 
October 2000 Statement projected surplus 11.9 


Impact of economic developments’ 
Budgetary revenues 


Personal income tax 0.9 
Corporate and other income tax OS 
Excise taxes and duties 1.9 
Non-tax revenues lt 
Total revenues 49 


Program spending 


Major transfers to persons 0.1 
Major transfers to other levels of government 0.3 
Direct program spending 2.6 
Total program spending 3.0 
Public debt charges 0.1 
Net impact of economic developments 8.0 


Policy decisions since October 2000 Statement affecting 2000-01 
Major transfers to other levels of government 


Lifting of equalization ceiling for 1999-2000 -0.8 
Direct program spending 
Canada Foundation for Innovation -0.8 
Agricultural assistance -0.5 
Genome Canada -0.1 
Defence/other departmental operating expenditures -0.7 
Total spending measures | Oy 
Net change ae 
Outcome for 2000-01 17a 


Note: Numbers may not add due to rounding. 


' A positive number implies an improvement in the budgetary balance 
while a negative number implies a deterioration in the budgetary balance. 
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m The budgetary surplus of $17.1 billion in 2000-01 was $5.2 billion above 
the surplus of $11.9 billion estimated in the October 2000 Economic 
Statement and Budget Update. 


m™ This improvement was attributable to the impact of a better than 
expected economic performance on budgetary revenues and program 
spending, offset somewhat by the introduction of new policy initiatives. 


m Budgetary revenues were $4.9 billion higher than estimated in the 
October 2000 Economic Statement and Budget Update, primarily reflecting 
the impact of stronger than expected economic growth in 2000. 


m@ All of the major revenue components, with the exception of employment 
insurance premium revenues (which were unchanged), were higher. Personal 
income tax revenues were up $0.9 billion, corporate and other income tax 
revenues were up $0.5 billion, excise taxes and duties were up $1.9 billion 
and non-tax revenues were up $1.7 billion. The increase in excise taxes and 
duties primarily reflected much higher than estimated customs import duties, 
while higher revenues from exchange account transactions was the major 
factor accounting for the increase in non-tax revenues. 


@ Ona net basis, program spending was $0.4 billion lower than estimated 
in the October 2000 Economic Statement and Budget Update. 


m However, underlying spending was $3.0 billion lower, primarily due to 
lower than expected direct program spending (subsidies and other transfers, 
expenditures related to Crown corporations, defence spending and operating 
and capital expenditures of non-defence departments and agencies). This 
reflected higher net gains from enterprise Crown corporations and higher 
lapses on appropriated spending. 


™ New spending initiatives after the October 2000 Statement totalled 
$2.7 billion. These included the impact of lifting the equalization ceiling 

for 1999-2000 ($0.8 billion), and of increased funding for the Canada 
Foundation for Innovation ($0.8 billion), agriculture ($0.5 billion), Genome 
Canada ($0.1 billion), and defence and other departments ($0.7 billion) to 
manage increased pressures. 
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Fiscal progress from 1993-94 to 2000-01 


Table 3.2 
Change in the Federal Budgetary Balance Relative to the Size of the Economy 
1993-94 2000-01 Change Contribution 
(per cent of GDP) (per cent) 
Budgetary revenues 1a. 16.9 1.0 1a8 
Program spending 16.4 sg -5.1 70.0 
Public debt charges De 4.0 oo 16.5 
Budgetary balance -5.8 1.6 7.4 100.0 


@ The contribution of revenue increases and expenditure reductions to the 
improvement in the budgetary balance is best illustrated by looking at the 
evolution of budgetary revenues, program spending and public debt charges, 
and the resulting budgetary balance, as a share of the economy. 


@ Between 1993-94 and 2000-01 the budgetary balance went from a 
deficit of 5.8 per cent of GDP to a surplus of 1.6 per cent — a turnaround 
of 7.4 percentage points. 


@ More than two-thirds of the improvement in the budgetary balance was 
attributable to the decline in program spending. This primarily reflected the 
impact of discretionary actions taken since 1993. 


@ Less than 15 per cent of this improvement was attributable to the 
increase in the revenue yield (revenues as a percentage of GDP). This increase 
was due primarily to the impact of one-time factors, which depressed 
revenues in 1993-94, the interaction of the tax system with rising incomes, 
and the exclusion from nominal GDP of certain components of income 
subject to taxation (for example, capital gains and income from 

pension plans). 


@ Reductions in the stock of interest-bearing debt, a decline in the average 
effective interest rate on that debt, and a change in the accounting for interest 
costs related to public sector pension plans resulted in a decline in public debt 
charges as a percentage of GDP. This accounted for more than 15 per cent of 
the improvement in the overall budgetary balance. 
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Program spending as a share of GDP at a 50-year low 
in 2000-01 


Federal Program Spending as a Percentage of GDP 
(Public Accounts Basis) 


per cent of GDP 
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™ Program spending in 2000-01, at $119.3 billion, was $0.7 billion lower 
than the $120 billion recorded in 1993-94. 


™ Asa percentage of GDP, program spending declined to 11.3 per cent in 
2000-01 — its lowest level since 1948-49 — and down more than S percentage 
points from its level in 1993-94. 


m The decline in program spending, as a percentage of GDP, since 1993-94 
reflects reforms to program spending that were introduced in the mid-1990s 
as well as sustained economic growth. These reforms included structural 
changes to the employment insurance program, to major transfers to 
provinces (excluding equalization) and to direct program spending 
(discretionary spending by departments and agencies) as a result of the 
Program Review exercise. 
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The debt-to-GDP ratio declined for the 
fifth consecutive year 


Federal Net Debt 
(Public Accounts Basis) 


billions of dollars per cent of GDP 
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Sources: Public Accounts of Canada and Statistics Canada. 


@ The debt-to-GDP ratio is generally recognized as the most appropriate 
measure of the debt burden, as it measures the debt relative to the ability of 
the Government and the nation’s taxpayers to finance it. 


@ The debt-to-GDP ratio fell to 51.8 per cent in 2000-01, a decline of 
18.9 percentage points from its peak of 70.7 per cent in 1995-96. The 
debt-to-GDP ratio is now at its lowest level since 1985-86. 


@ The debt-to-GDP ratio declined by 6.1 percentage points between 
1999-2000 and 2000-01. This was the best single-year performance since 
1951-52. Of this improvement, 4.4 points were due to economic growth 
while 1.7 points were due to the $17.1-billion debt repayment during the 
year — the largest absolute debt paydown in Canada’s history. 
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Financial source of $19 billion in 2000-01 


Table 3.3 
Federal Budgetary Surplus and Financial Source 
1999-00 2000-01 
(billions of dollars) 
Budgetary surplus 12.3 1A 
Non-budgetary transactions 
Loans, investments and advances -0.3 -1.7 
Pension and other accounts 70) AUS) 
Other transactions -4.4 ae 
Total ; a3 1.8 
Financial source 
(excluding foreign exchange transactions) 14.6 19.0 


Note: Numbers may not add due to rounding. 


m The budgetary balance is presented on a modified accrual basis of 
accounting, recording government liabilities when they are incurred, 
regardless of when the cash payment is made, and recording tax revenues 
only when the cash is received. The budgetary balance covers only those 
activities over which the Government has legislative control. 


™ Another important measure of the federal government’s financial position 
is the financial requirements/source, which measures the difference between 
cash received and cash disbursed. 


m@ It differs from the budgetary balance in that it includes transactions in 
loans, investments and advances, federal government employee pension 
accounts and other accounts, changes in financial assets and liabilities, as 
well as the conversion from accrual to cash accounting. The net change in 
these activities is included as part of non-budgetary transactions. 


@ Non-budgetary transactions produced a net source of funds of 

$1.8 billion in 2000-01, slightly less than that recorded in 1999-2000, 
although there were large differences among the components. The lower 
source in pension and other accounts primarily reflected the reforms of the 
federal government employees’ pension plans, which became effective on 
April 1, 2000. Current contributions are now invested in financial markets, 
rather than being included as part of non-budgetary transactions. Other 
transactions provided a net source of funds, whereas in 1999-2000 a large 
requirement was recorded. 

™ Asa result, with a budgetary surplus of $17.1 billion and a net source 
of $1.8 billion from non-budgetary transactions, there was a financial source, 
excluding foreign exchange transactions, of $19.0 billion in 2000-01, up 
from a source of $14.6 billion in 1999-2000. 
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Financial source recorded for the fifth consecutive year 
in 2000-01 


Financial Balance (Excluding Forelen Exchange Transactions) 
(Public Accounts Basis) 


billions of dollars 
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@ Financial requirements/source is a measure of the Government’s financial 
position that is broadly comparable to the measures of budgetary balance 
used by other major industrialized countries, including the United States. 


@ Financial sources have now been recorded in each of the past five years. 
This is in contrast to the large financial requirements observed from the 
mid-1970s through the mid-1990s. 


m@ The financial source of $19.0 billion in 2000-01 was the largest in 
Canada’s history. 
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Net public debt reduced by $35.8 billion 
over the last four years 


Table 3.4 
Federal Government Financial Assets and Liabilities 


1996-97 2000-01 Change 
(billions of dollars) 


Financial assets 


Cash and accounts receivable 13.9 19.2 Die 
Foreign exchange accounts 26.8 50.3 23.5 
Net loans, investments and advances 16.7 16.0 -0.7 
Total financial assets Dio 5:0 28.0 


Gross liabilities _ 
Interest-bearing debt 


Market debt 

Payable in Canadian dollars A535 413.2 -40.6 
Payable in foreign currencies 23.0 33.2 10.1 

Total 476.9 446.4 -30.4 
Public sector pensions and other accounts 123.7 1428 19.1 

Total 600.6 589.2 -11.3 
Other liabilities 40.1 43.6 3,0 
Gross liabilities 640.7 632.9 -7.8 
Net public debt 583.2 547.4 -35.8 


Note: Numbers may not add due to rounding. 


@ Net public debt consists of interest-bearing debt, other liabilities 
(primarily accounts payable) and financial assets (cash, accounts receivable, 
assets in the foreign exchange account, investment in Crown corporations and 
loans to other governments). It has declined by $35.8 billion since 1996-97, 
the last year the budget was in deficit. 

™ Among the major components, financial assets increased by $28.0 billion 
over this period. 

@ This increase is largely attributable to higher international reserves held 
in the Exchange Fund Account. The purpose of the Account is to aid in the 
control and protection of the external value of the Canadian dollar, which 


it does by acquiring or selling assets, as required. 

™ The increase over the last four years reflects the Government’s 
announcement in the 1995 and 1998 budgets that it would bring the level 
of Canada’s international reserves more in line with that of other countries. 
™ Net gains on financial assets are credited to budgetary revenues (return 
on investments), although borrowing costs associated with acquiring these 
assets are part of public debt charges. 
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The decline in net public debt mirrors the decline 
in market debt 


Federal Net Debt and Market Debt 
(Public Accounts Basis) 


per cent of GDP 
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Sources: Public Accounts of Canada and Statistics Canada. 


@ Gross liabilities include the Government’s obligations with respect 

to interest-bearing debt and other liabilities, such as accounts payable. 
Interest-bearing debt consists of market debt and the Government’s liabilities 
to federal employee pension plans and other accounts. 


@ Gross liabilities have declined by $7.8 billion since 1996-97, with 
interest-bearing debt down by $11.3 billion and other liabilities increasing 
by $3.5 billion. 


@ However, within interest-bearing debt there were large differences. 


@ Market debt, consisting of debt issued on credit markets in the form of 
Government of Canada bonds, Canada Savings Bonds and Treasury bills, for 
example, declined $30.4 billion between 1996-97 and 2000-01. Debt payable 
in Canadian dollars declined by $40.6 billion while debt payable in foreign 
currencies increased by $10.1 billion. The latter is used solely for exchange 
fund operations. The decline in net public debt as a per cent of GDP closely 
mirrors the decline in market debt. 


@ Incontrast, liabilities to the federal government employees’ pensions and 
other accounts increased by $19.1 billion. 
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A majority of the provinces and territories reported 
budgetary surpluses in 2000-01 


Provincial-Territorial Budgetary Balances 


(Public Accounts Basis) 


per cent of GDP 
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Nfld. PE.l. N.S. 


Source: Provincial Public Accounts, with the exception of P.E.!., Quebec, Yukon, Northwest Territories 
and Nunavut, which are based on the latest available data. 


M@ Like the federal government, the provinces and territories have made 
substantial progress in restoring their fiscal health. 

m@ Eight provinces and two territories are estimated to have recorded 
budgetary surpluses in 2000-01. 

m™ This represents a substantial improvement from 1992-93, when all 

but one of the 12 provincial-territorial government budgets 

(Northwest Territories) were in deficit. 

m@ The provincial-territorial government sector is estimated to have recorded 
a surplus of $12 billion in 2000-01, the second consecutive surplus after 
more than 30 years of uninterrupted deficits. 
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The aggregate federal-provincial-territorial 
government budget recorded a surplus 
for the third consecutive year in 2000-01 


Federal and Provincial-Territorial Budgetary Balances 
(Public Accounts Basis) 


[2] Provincial-territorial 


billions of dollars 
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Estimate 


@ In 2000-01 federal-provincial-territorial governments are estimated 
to have recorded an aggregate surplus of $29.2 billion, the third 
consecutive surplus. 


@ ‘This represents a remarkable improvement from 1992-93, when the 
federal-provincial-territorial government sector posted a $65.8-billion deficit. 
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Canada’s financial balance has improved significantly 
compared to the G-7 average 


Total Government Financial Balances 


(National Accounts Basis) 


per cent of GDP 
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Source: OECD Economic Outlook No. 70, Preliminary Edition (November 2001), OECD Economic 
Outlook No. 69 (June 2001). 


@ Ona National Accounts basis, the measure commonly used to make 
comparisons across countries, Canada’s total government! financial balance 
has improved substantially since the early 1990s. 

@ The total government deficit peaked at 9.2 per cent of GDP in 1992, 
compared to the G-7 average deficit-to-GDP ratio of 4.6 per cent that 

same year. 

m By 1997, however, financial improvements at all levels of government 
enabled Canada’s total government sector to post a surplus. 

™ In 2000 Canada’s surplus reached 3.2 per cent of GDP, compared to an 
average deficit of 0.1 per cent in the G-7 countries. 


' Includes federal, provincial-territorial and local governments as well as the Canada Pension Plan 
and Quebec Pension Plan. 
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Private Sector Five-Year 
Economic and 
Fiscal Projections 


THE BUDGET PLAN 20014 


Highlights 


The Department of Finance meets each fall with the chief 
economists of the major chartered banks and three private sector 
economic forecasting firms. The objective of this exercise is to 
agree on a set of economic assumptions for planning purposes, 
which the forecasting firms then use to develop fiscal projections 
of the budgetary balance for the current fiscal year and each 

of the next five years. 


However, because of the greater degree of uncertainty 
associated with longer-term projections, budget decisions are 
made on a rolling two-year horizon. 


In the absence of any policy decisions proposed in this budget, 
the average private sector projections of the surplus for fiscal- 
planning purposes are $7.3 billion in 2001-02, $3.8 billion in 
2002-03, $5.7 billion in both 2003-04 and 2004-05, $9.7 billion 
in 2005-06 and $14.3 billion in 2006-07. 


These projections of the fiscal surplus reflect the effects of the 
slowdown in economic growth in both 2001 and 2002 and the 
rebound in the years thereafter. In addition, the agreements on 
health renewal and early childhood development reached by first 
ministers in September 2000 and the impact of the $100-billion 
Five-Year Tax Reduction Plan further restrain the surplus 
projections to 2004-05 — the year in which the tax reduction plan 
is fully implemented. Thereafter larger surpluses are projected. 


These fiscal projections are based on the October 2001 survey 

of private sector economists. Subsequently private sector 
economists have adjusted their short-term economic forecasts to 
incorporate more current data, including the third-quarter National 
Accounts results for Canada and the U.S., which were released on 
November 30, 2001 (they are described in Chapter 2). These 
adjusted economic assumptions were used in deriving the rolling 
two-year budget fiscal forecasts in Chapter 7. 
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Introduction 


m@ Earlier this fall the Department of Finance conducted its regular 
consultations with its economic advisory group, consisting of the chief 
economists of Canada’s major chartered banks and leading economic 
forecasting firms. 


m The objective of this exercise was to agree upon a set of economic 
assumptions for budget-planning purposes. 


@ The economic assumptions were based on a survey of 19 economic 
forecasters conducted in early October 2001. Based on their views of 
economic developments at that time, the advisory group agreed that the 
average of these economic forecasts constituted a reasonable basis to develop 
five-year fiscal projections, based on current tax and expenditure policies. 


@ The fiscal projections in this chapter are the average of the fiscal 
projections prepared by three economic forecasting firms, using the 
October 2001 survey of private sector economic forecasts. These fiscal 
projections have been adjusted to incorporate the fiscal impact of the policy 
initiatives announced before this budget, most of which were announced in 
the May 2001 Economic Update. 


m™ These projections were prepared before the release of the third-quarter 
National Accounts for both Canada and the United States. As a result, 
private sector economists have revised their forecasts in light of the more 
recent economic data. The fiscal impact of the changed economic 
assumptions is reflected in the two-year budget projections contained 

in Chapter 7. 
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Assumptions Underlying Average of Private Sector 
Fiscal Projections 


Table 4.1 
Average of Private Sector Economic Forecasts: 
October 2001 Survey 


2001 2002 2003-2007 

(per cent) 
Real GDP eS 1S 3.3 
GDP inflation sh) 1.6 1.9 
Nominal GDP growth 4.1 3.1 Die 
3-month Treasury bill rate 4.0 Se” Bal 
10-year government bond rate ops) 5.5 5.9 


Note: Based on a survey conducted by the Department of Finance in early October. 
The number of respondents declines from 19 in 2002 to 9 in 2006 and 2 in 2007. 


@ As noted in Chapter 2, the average of private sector forecasts in the 
October 2001 survey projected economic growth of 1.5 per cent in both 
2001 and 2002, down from 4.4 per cent in 2000. This slowdown in growth 
is accompanied by a fall in short-term interest rates. 


@ Over the medium term, the private sector forecasters expect economic 
growth to rebound back to a healthy pace. The average of private 

sector forecasts for real gross domestic product (GDP) growth over the 
2003 to 2007 period is 3.3 per cent. 


@ GDP inflation is expected to average just under 2 per cent over the 
2003 to 2007 period. As a result, nominal GDP growth is forecast to average 
5.3 per cent over the same period. 


@ The average of private sector forecasts calls for relatively flat interest 
rates between 2003 and 2007, along with consumer price inflation slightly 
below the mid-point of the official target band of 1 to 3 per cent. 
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m™ Based on the October 2001 average of private sector economic forecasts, 
the three forecasting firms derived projections of the major components of 
the budgetary balance. These are based on the following assumptions: 


— The projections include the impact of the $100-billion tax reduction 
plan as set out in the October 2000 Economic Statement and Budget 
Update and the $23.4-billion agreements on health renewal 
and early childhood development reached by first ministers in 
September 2000. 


— The employment insurance (EI) premium rate assumptions are those 
used in the 2000 budget and the October 2000 Economic Statement 
and Budget Update — $2.20 (employee rate per $100 of insurable 
earnings) for 2002, $2.10 for 2003 and $2.00 thereafter. 


— The 2000, budget assumptions for direct program spending — total 
program spending less major transfers to persons and major cash 
transfers to other levels of government — are used for 2001-02, 
adjusted for policy decisions announced in the October 2000 
Economic Statement and Budget Update. Thereafter direct program 
spending is assumed to grow in line with the growth in the population 
and inflation. 


— The projections of public debt charges assume that the Contingency 
Reserve is not required and is applied each year to reducing the net 


public debt. 
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Table 4.2 
Status Quo Fiscal Outlook: 


Changes Since October 2000 Economic Statement 


2000- 2001 - 2002- 2003- 2004- 
2001 2002 2003 2004 2005 
(billions of dollars) 
October 2000 Economic Statement 
Budgetary surplus: 
private sector average None. 14.9 6:5 17.3 19 
Less spending and tax initiatives 
in 2000 Statement 
Spending initiatives ne 0.1 0.1 0.1 0.1 
Tax relief a 6.7 Cy 9.4 oma 
Total a 6.8 8.9 9.6 6.8 
October 2000 Statement: 
budgetary surplus 11.9 8.3 TAs} fa 6.7 
Spending and tax initiatives 
announced before 2001 budget ecu -0,6 = Oe) -0.3 -0.2 
Impact of economic developments recs) -0.4 -3.3 -1.7 -0.8 
October 2001 private sector survey 
Status quo budgetary surplus: 
private sector average IA 7.3 3.8 One Ont 


Note: Numbers may not add due to rounding. 
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@ Inthe October 2000 Economic Statement and Budget Update, the private 
sector average budgetary surplus was projected at $15.2 billion for 2000-01, 
$14.9 billion for 2001-02, $16.5 billion for 2002-03, $17.3 billion for 
2003-04 and $13.5 billion for 2004-05. 


m@ The acceleration and enhancement of the tax reduction plan, coupled 
with the spending initiatives announced in the October 2000 Economic 
Statement and Budget Update, reduce these surpluses to $11.9 billion 

for 2000-01, $8.3 billion for 2001-02, $7.6 billion for 2002-03, $7.7 billion 
for 2003-04 and $6.7 billion for 2004-05. The lower surplus estimate 

for 2004-05 reflects the fact that the tax reduction plan is fully in place 

in that year. 


@ Prior to the 2001 budget a number of policy initiatives were announced, 
most of which were listed in the May 2001 Economic Update. The net 

impact of these initiatives amounts to $2.1 billion in 2000-01, $0.6 billion in 
2001-02, $0.5 billion in 2002-03 and about $0.3 billion each year thereafter. 


m@ As indicated in the 2000-01 Annual Financial Report of the Government 
of Canada, the final budgetary surplus for 2000-01 was $17.1 billion, 
compared to an October 2000 Economic Statement and Budget Update 
estimated surplus of $11.9 billion. Most of this better than expected outcome 
is attributable to higher than expected budgetary revenues, which were 

$4.9 billion higher than estimated in the October 2000 Economic Statement. 
Part of the better than expected outcome for 2000-01 is expected to carry 
forward into 2001-02 and later years, partially offsetting the adverse 

impact of the changes in the economic outlook. This is supported by the 
monthly financial results to the end of October 2001. 


m™ The private sector projections of the budgetary surplus, based on the 
October 2001 survey of private sector economic forecasts, and before 
adjusting for the Contingency Reserve, economic prudence and the policy 
initiatives announced in this budget, amount to $7.3 billion for 2001-02, 
falling to $3.8 billion in 2002-03 and rising to $5.7 billion in both 2003-04 
and 2004-05. 
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Table 4.3 
Spending and Tax Initiatives Announced Since the October 2000 
Economic Statement and Before the 2001 Budget 


2001- 2002- 2003- 2004- 2005- 2006- 
2002 2003 2004 2005 2006 2007 Total 


(millions of dollars) 


Improving the quality of life for 
Canadians and their children 
Community health and environment 


Tobacco strategy 70 95 95 110 110 110 ~~ 590 
Health commissioner! 7h 8 15 
Addressing environmental 
challenges! 77 44 42 4 8 8 220 
Labrador Innu Healing Strategy? 19 33 30 81 
Culture and branding Canada abroad 
Cultural initiatives 114 167 WMS 106 562 
Amateur sports 10 10 10 30 
CBC? 60 60 120 
Canadian Television and Cable 
Production Fund? 100 100 200 
Revitalizing Canada’s Capital PR 58 a 40 16 2 148 
Crime prevention and drug strategy 30 30 30 30 30 SOR SO 
Employment insurance benefits? 35 89 89 89 89 89 480 
Donations of certain publicly traded 
securities to charities? 70 70 15 15 758 6a 
Community safety and crime 
prevention? 23 32 45 45 45 45 235 
Total 565 796 596 SoM, 372 359 3,226 


Making Canada’s economy more innovative 
Research and development 
Government On-Line 120 120 


Providing essential public services 
Economic adjustment 


Shipbuilding? 1 46 43 30 30 150 
Airline assistance? 160 160 
Toronto waterfront! z i) 1S 100 150 120 S02 
Canadian Tourism Commission! 20 20 

Asia wood product market 
development? 0) 2 2 1 4 
Furthering international co-operation? 25 oye 26 88 
Total 208 140 146 eal 180 120 924 
Total 894 936 742 668 552 479 4,270 

Less: Tobacco tax increases 

April 2001 increase* 200 200 200 200 200 200 1,200 
November 2001 increase*: 4 HS 240 240 240 240 PUNO) TES) 
Total PES 440 440 440 440 AAO BATS 
Net fiscal impact 619 496 302 228 112 39 1,795 


' Revised from May 2001 Economic Update. 

? Not included in May 2001 Economic Update. 

5 This budget extends funding for one more year. 
4 Tax measure. 
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m@ Inthe May 2001 Economic Update a number of initiatives announced 
since the October 2000 Economic Statement and Budget Update were 
identified. These included: the Tobacco Control Strategy, major investments 
in Canadian culture, support for Olympic bids and amateur sports, 
incremental funding for Government On-Line, new funding to fight 
organized crime, investments in a number of environmental initiatives, 

and funding to launch the Commission on the Future of Health Care in 
Canada and revitalize Canada’s capital. 


m Since the May 2001 Economic Update a number of additional initiatives 
have been announced. These include: funding for the Labrador Innu Healing 
Strategy, enhancements to EI benefits, making permanent the 1997 budget 
measure providing special tax assistance for donations of publicly traded 
securities to public charities, funding to support community crime prevention 
initiatives and assistance to airlines. In addition, incremental funding to the 
CBC and the Canadian Television and Cable Production Fund has been 
extended for one more year. 


™ Tobacco tax increases came into effect on April 6" and 
November 1° of 2001 and are expected to increase federal excise taxes 
and duties by $440 million per year on a full-year basis. 


@ Asa result, the net impact of the policy initiatives announced before this 
budget amounts to $619 million in 2001-02, $496 million in 2002-03, 
falling to $39 million by 2006-07. 
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October 2001 Status Quo Fiscal Outlook 


Summary Statement of Transactions: 
Average of Private Sector Fiscal Projections 


2000- 2001- 2002- 2003- 2004- 2005- 2006- 
2001 2002 2003 2004 2005 2006 2007 
(billions of dollars) 
Budgetary transactions 
Budgetary revenues 178.6 174.8 WES 182.5 188.0 196.9 206.5 
Program spending i Ooree a 20, Om eae 4eut o72Or Pala2e2 WATS NSPS) 
Operating balance 59.2 46.8 41.4 44.9 45.7 49.4 54.0 
Public debt charges 42.1 S95 EN oll 39.2 40.0 39.8 39.7 
Budgetary surplus 17.1 7.3 3.8 5.7 5.7 9.7 14.3 
Net public debt 
Balanced budget 
(no debt repayment) CARA Ce OF ae. SA GAM Ooiee 547.4 6474 
Per cent of GDP 
Budgetary revenues 16.9 15.9 15.5 15.2 14.8 14.8 14.7 
Program spending 113 Wide Wl) ales) ile Will 10.9 
Public debt charges 4.0 3.6 3.3 3.3 3.2 3.0 2.8 
Budgetary surplus 1.6 OL 0.3 O15 0.5 O7 1.0 
Net public debt 
Balanced budget 
(no debt repayment) 51.8 49.8 48.3 45.6 43.2 41.0 39.1 


Note: Numbers may not add due to rounding. 


74 


PRIVATE SECTOR FIVE-YEAR ECONOMIC AND FISCAL PROJECTIONS 


Average of October 2001 Private Sector Projections 


m Table 4.4 sets out the fiscal projections based on the October 2001 
survey of private sector economic forecasts to 2006-07. They do not include 
the impact of changes to the economic outlook since that survey. In addition, 
they are not adjusted for either economic prudence or the Contingency 
Reserve and do not include the impact of policy initiatives proposed in 

this budget. 


@ Ona status quo basis, a budgetary surplus of $7.3 billion is estimated for 
2001-02. The impact of the slowdown in the economy reduces the surplus to 
$3.8 billion in 2002-03. Thereafter, given the projected rebound in economic 
growth, the surplus increases to $5.7 billion in 2003-04. It is not projected to 
increase in 2004-05, as this is the year in which the tax reduction plan is fully 
implemented. Thereafter the surplus rises to $9.7 billion in 2005-06 and 
$14.3 billion in 2006-07. 


™@ The revenue-to-GDP ratio falls from 16.9 per cent in 2000-01 to 
14.8 per cent in 2004-05. The major factor contributing to this decline is 
the implementation of the tax reduction plan. The revenue ratio remains 
stable thereafter. 


m The program spending-to-GDP ratio increases in both 2001-02 and 
2002-03, primarily reflecting the impact of a slowing economy, the 
fiscal costs of the agreements on health renewal and early childhood 
development, and changes to the EI program. Thereafter it falls to under 
11 per cent by 2006-07. 


™ Assuming no debt payment over the planning period, the net 
debt-to-GDP ratio falls to under 40 per cent by 2006-07 — a decline of 
over 30 percentage points from its peak of 70.7 per cent in 1995-96. 
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Table 4.5 
October 2001 Status Quo Fisca/i Outlook 
Budgetary Revenues: Average of Private Sector Projections 


2000- 2001- 2002- 2003- 2004- 2005- 2006- 
2001 2002 2003 2004 2005 2006 2007 


(billions of dollars) 


Income tax 
Personal income tax 82.3 80.8 80.5 84.6 87.9 93.0 98.5 
Corporate income tax 28.2 26.5 26.0 26.2 26.0 26.8 PLY TE 
Other income tax 4.3 4.0 4 4.2 4.4 Aas 47 
Total income tax lake lames ONS ont {ASS 124.3 130.9 


Employment insurance revenues shy Uae AS) Was 17.4 18.1 18.7 


Excise taxes/duties 


Goods and services tax 25.0 25.8 27.1 28.9 SONG 62,5 34.4 
Customs import duties 2.8 2.9 3.0 3.2 She) SHS Shi 
Other 8.3 8.6 8.9 9.2 9.5 9.8 10.1 
Total 36.1 Ss 39.0 ANi\ 6} 43.6 45.8 48.2 
Total tax revenues | 169.7 166.4 167.1 173.8 VASES) 188.2 197.8 
Non-tax revenues 8.9 8.4 8.5 8.6 8.7 8.7 8.8 
Total budgetary revenues 178.6 174.8 175.6 182.5 188.0 196.9 206.5 
Per cent of GDP 
Personal income tax 7.8 Tee ol ae 6.9 7.0 7.0 
Corporate income tax LT 2.4 Pass) Poe 20 20) 2.0 
Employment insurance revenues 1.8 ine 126 LES) 1.4 1.4 1.3 
Goods and services tax 2a Pas 2.4 pa 2.4 ae 2a5 
Other excise neat Wel Tel ie) a0) nO) 1.0 
Tax revenues 16.1 oa Age 14.5 14.1 14.1 14.1 
Non-tax revenues 0.8 0.8 OLe 0.7 OR 0.7 0.6 
Total 16.9 15.9 ioe 15:2 14.8 14.8 14.7 
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Average of October 2001 Private Sector Projections 
of Budgetary Revenues 


m The revenue projections in Table 4.5 do not include the impact of policy 
measures announced in this budget. 


m@ Inthe October 2000 Economic Statement and Budget Update, budgetary 
revenues, based on the average of private sector economic assumptions at 
that time, were expected to increase only marginally from 2000-01 to 
2001-02, reflecting the impact of the tax cuts that came into effect in 

2000 and 2001. These included: 


— restoration of full indexation of the personal income tax system; 
— reductions in personal income tax rates for all taxpayers; 

— elimination of the deficit reduction surtax; 

— increases in the Canada Child Tax Benefit; 

— a reduction in the capital gains inclusion rate; and 


— a reduction in the corporate income tax rate. 


@ However, with the slowdown in economic growth in 2001, budgetary 
revenues are now expected to decline by $4 billion, in 2001-02. 


@ Only a slight increase in budgetary revenues is expected in 2002-03, 
reflecting the impact of continuing weak economic growth in 2002. 


m@ Thereafter the profile of revenues reflects the impact of sustained 
economic growth and the ongoing impact of the tax reduction plan. 
Beyond 2004-05 revenue growth is somewhat stronger, as the tax reduction 
plan is fully implemented. 


™ Changes to the Employment Insurance Act give the Government the 
authority to set EI premium rates for 2002 and 2003. The employee rate 

for 2002 has been set at $2.20 per $100 of insurable earnings, unchanged 
from that assumed for planning purposes in the February 2000 budget 

and October 2000 Economic Statement and Budget Update. For planning 
purposes, the premium rates for 2003 and beyond are unchanged from 
what was assumed in the 2000 budget and October 2000 Economic 
Statement and Budget Update. However, in setting the rates for 2003, the 
Government will take into account the economic circumstances at that time. 
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Revenue Ratio Permanently Lowered Due to Tax Cuts 


Federal Revenue-to-GDP Ratio 


per cent of GDP 


Excluding Five-Year 
Tax Reduction Plan 
$$. $$ 


Projected 


1 a RR 


1984- 1986- 1988- 1990- 1992- 1994- 1996- 1998- 2000- 2002- 2004- 2006- 
1985" 1987 1989") 1991) 1993 19951997, 1999) 5.2001 20035) 2005) 2007 


@ A more revealing picture of movements in tax revenue can be obtained 
by examining the “revenue ratio” — total federal revenues in relation to the 
total income in the economy (or GDP). 


@ There is a cyclical element to the revenue ratio. It declines during 
economic downturns and tends to increase during recoveries, reflecting the 
progressive nature of the tax system and the cyclical nature of corporate 
profits. This was the primary factor underlying the increase in the revenue 
ratio between 1994-95 and 1997-98 as the economy recovered from the 
1990-91 recession. 


@ Looking forward, the revenue ratio is projected to be significantly lower 
than in the past. This is attributable to the ongoing impact of the tax 
reduction plan, which has lowered the ratio on a structural basis. 


m The revenue ratio is projected to decline from 16.9 per cent in 2000-01 
to 14.8 per cent by 2004-05 — a level not seen since the early 1960s — and to 
stabilize thereafter. 
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Table 4.6 
October 2001 Status Quo Fiscal Outlook 
Program Spending: Average of Private Sector Projections 
2000- 2001- 2002- 2003- 2004- 2005- 2006- 
2001 =2002 2003 2004 2005 2006 2007 
(billions of dollars) 


Major transfers to persons 
Elderly benefits 24,3 258 26.4 27.3 28.4 29,4 30.6 
Employment insurance benefits led 14.1 NS). 16;3 ite). 15.8 GES 
Relief for Heating Expenses 1.5 


Total SiEe 39.3 42.4 42.6 43.5 45.3 47.1 


Major transfers to other levels 
of government! 
Canada Health and Social Transfer 13.5 WAS 18.6 19.3 20.4 21.0 21.6 


Medical Equipment Fund 1.0 

Fiscal arrangements WAT 12.3 12.8 1csHo 14.3 15.0 1 Dat 

Alternative Payments for 

Standing Programs =215 -2.4 -2.5 -2.6 -2.7 -2.8 -2.9 

Total 24,7 Pine. 28.9 30/2 32.0 33.2 34.4 
Direct program spending o/.5 61.4 63.2 64.8 66.7 69.0 (AKO 
Total program spending 119.3 128.0 134.1 137.6 1422 Ay Ome O20 
Per cent of GDP 
Major transfers to persons 

Elderly benefits ZS Pas) 2.3 2.3 Ze ie 2 

Employment insurance benefits Wad Wes: 1.4 less WE Ne! she 

Total? G5 


Major transfers to other levels 
of government 


Canada Health and Social Transfer 1.4 1.6 1.6 1.6 1.6 1.6 1.5 
Fiscal arrangements ee 1.1 ile alia 1.4 ile eat 
Alternative Payments for 
Standing Programs -0.2 -0.2 -0.2 -0.2 -0,.2 -0.2 -0.2 
Total De pa PS) 2S Das, Puss pS) 
Direct program spending 5.4 5:6 5.6 5.4 5.3 Oo ciel 
Total program spending Vilas ie 11.8 1 eo) 11.2 Ved 10.9 


1 For those years not covered by legislation, for planning purposes, it has been assumed that the current 
provisions are extended. 


2 Includes Relief for Heating Expenses. 
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Average of October 2001 Private Sector Projections 
of Program Spending 


@ The projections of program spending in Table 4.6 include the impact of 
the agreements on health renewal and early childhood development reached 
in September 2000, the February 2000 budget and September 2000 
enhancements to EI benefits, as well as initiatives announced before this 
budget, primarily those contained in the May 2001 Economic Update. 
They do not include the initiatives proposed in this budget. 


@ Program spending is divided into three major components: major 
transfers to persons, major cash transfers to other levels of government and 
direct program spending. 

@ Based on the average of the projections provided by three forecasting 
firms, total program spending is estimated to increase from $119.3 billion in 


2000-01 to $128.0 billion in 2001-02. 


— Nearly half of this increase is attributable to the impact of the 
September 2000 agreements on health renewal and early childhood 
development, which resulted in an increase of $3.8 billion in cash 
transfers under the Canada Health and Social Transfer. 


— EI benefits are expected to increase significantly by $2.7 billion, 
reflecting the impact of the slowdown on economic growth as well as 
the effect of program enhancements. In addition, elderly benefits are 
estimated to increase by $1 billion, reflecting increases in the number 
of people eligible for benefits and higher average benefits, which are 
indexed to inflation. 


— Direct program spending is expected to be up $3.9 billion, primarily 
reflecting developments that lowered spending in 2000-01 as well as 
the impact of policy initiatives announced before this budget. 


— Partially offsetting the impact of these factors are a number of 
one-time spending initiatives in 2000-01. These include the $1.5-billion 
Relief for Heating Expenses, $1.25-billion transfer to the Canada 
Foundation for Innovation, $1-billion payment to the Medical 
Equipment Fund and the liability of $0.8 billion related to the lifting 
of the equalization ceiling for 1999-2000. 
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Program Spending-to-GDP Ratio Continues to Decline 


Federal Program Spending as a Per Cent of GDP 


per cent 
25 


10 : . ————____ 


1946- 1951- 1956- 1961- 1966- 1971- 1976- 1981- 1986- 1991- 1996- 2001- 2006- 
1947 1952 1957 1962 1967 1972 1977 1982 1987 1992 1997 2002 2007 


@ Program spending as a share of GDP is expected to increase somewhat 
in both 2001-02 and 2002-03, reflecting the impact of higher cash transfers 
to the provinces and increased EI benefits, the latter reflecting both the 
impact of program enhancements as well as an increase in the number 

of people receiving benefits due to the slowdown in the economy. 


m Beyond 2002-03 the ratio again declines as economic growth exceeds 
growth in program spending. 
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Table 4.7 
October 2001 Status Quo Fiscal Outlook 
Major Transfers to Persons 


2000- 2001- 2002- 2003- 2004- 2005- 2006- 
2001 2002 2003 2004 2005 2006 2007 


(billions of dollars) 


Elderly benefits 24.3 20.8 26.4 Zico 28.4 29.4 30.6 
Employment insurance benefits 11.4 14.1 Ws 15:3 ost 15.8 1625 
Relief for Heating Expenses WAS 

Total Bier SIE). 6) 42.1 42.6 A835 ADI 47.1 


™ Major transfers to persons consist of elderly and EI benefits. The Relief 
for Heating Expenses is included in 2000-01. 


— Elderly benefits consist of Old Age Security pensions, the Guaranteed 
Income Supplement and the spouse’s allowance. 


— Growth in elderly benefits is largely determined by the growth in the 
elderly population and average benefits, which are fully indexed to 
quarterly changes in consumer prices. 


— Growth in elderly benefits will be moderate until 2010-11, given the 
relatively small size of the generation born in the Depression years of 


the 1930s and during World War II. 


@ There are three components of the EI benefit program: regular benefits, 
which are primarily a function of the number of people unemployed and 
eligible to receive benefits; special benefits, which include maternity, 
parental and sickness benefits; and employment benefits and support 
measures, primarily active labour market measures delivered either by the 
federal government or provinces and territories. Certain provisions 
applying to special benefits will be modified to respond to issues arising 
from individual cases. 


— The largest and most variable component, accounting for about 
two-thirds of EI benefits, is regular benefits. With the slowing in 
the economy and the accompanying increase in the number of 


unemployed, regular benefits are expected to increase significantly 
in both 2001-02 and 2002-03. 


— The profile of EI benefits is also affected by the extension of and 
related changes to parental benefits and modifications to the intensity 
and clawback provisions. 
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Table 4.8 
October 2001 Status Quo Fiscal Outlook 


Major Transfers to Other Levels of Government 
ene ee ee 
2000- 2001- 2002- 2003- 2004- 2005- 2006- 
2001 2002 2003 2004 2005 2006 2007 


(billions of dollars) 


Canada Health and Social Transfer! 1825 Wae 18.6 19.3 20.4 20 Pale. 


Medical Equipment Fund 1.0 
Fiscal arrangements We Wears: 12.8 13.5 14.3 15.0 ikoené 
Alternative Payments for 

Standing Programs -2.5 -2.4 -2.5 -26 =2,1 =2.9 -2.9 
Total EN Tf PEP 28.9 30.2 32.0 33.2 34.4 


1 Reflects profile of CHST cash as accounted for by the federal government. 
CHST entitlements consist of both cash and tax transfers. The tax transfer component is projected to 
grow every year in line with the growth of the Canadian economy. 


@ The major programs under which the federal government transfers funds 
to other levels of government are the Canada Health and Social Transfer 
(CHST) and fiscal arrangements, which include equalization and Territorial 
Formula Financing. 


— Under the agreements on health renewal and early childhood 
development reached by first ministers in September 2000, annual 
CHST cash transfers will increase from $13.5 billion in 2000-01, to 
$21 billion in 2005-06. For planning purposes, a continuation of the 
increase in 2005-06 is assumed for 2006-07. 


— The largest component of fiscal transfers is equalization, whereby the 
federal government transfers funds to provinces with below-average 
revenue-raising capacities so that they can provide reasonably 
comparable levels of public services at reasonably comparable levels 

_of taxation. The projection assumes that equalization transfers grow 
in line with the growth in nominal GDP. The final outcome for 
2000-01 includes the liability related to the lifting of the equalization 
ceiling in 1999-2000. 
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Table 4.9 
October 2001 Status Quo Fiscal Outlook 
Direct Program Spending 
2000- 2001- 2002- 2003- 2004- 2005- 2006- 
2001 2002 2003 2004 2005 2006 2007 
(billions of dollars) 
Direct program spending Diao 61.4 63.2 64.8 66.7 69.0 ain@ 


@ Direct program spending — total spending less major transfers to persons 
and other levels of government — consists of subsidies and other transfer 
payments, expenditures related to Crown corporations, defence spending, 
and operating and capital expenditures of non-defence departments 

and agencies. 


@ Many of these programs are quasi-statutory or demand-driven, such as 
support for Aboriginal people, veterans, correctional services, policing 
services and the justice system. 


@ ‘There are also a number of programs that support economic growth and 
job creation or provide assistance to those in need. Such programs include 
student loan programs, the Canada Education Savings Grant, research and 
development (either through intramural activities or through transfers to 
universities, hospitals and the private sector), assistance to farmers and aid 
for developing countries. 


@ The projections for this component are consistent with those contained 
in the October 2000 Economic Statement and Budget Update, which were 
assumed to increase at an annual rate in line with the growth in the 
population and inflation. In addition to incorporating the effect of changes in 
the inflation outlook, adjustments were also made to include the impact of 
the policy initiatives announced in the October 2000 Economic Statement 
and Budget Update, as well as those announced before this budget. 
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Enhancing Security 
for Canadians 
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“Canadians have been confronted with 
a new kind of threat at home — and to protect ourselves, 
we must respond in new kinds of ways.” 


Finance Minister Paul Martin 
2001 budget speech 


Highlights 


The 2001 budget contains measures to enhance personal and 
economic security by: 


— keeping Canadians safe; 
— keeping terrorists out of Canada; and 
— keeping Canada’s borders secure, open and efficient. 


In total, the budget provides $7.7 billion over the next five years 
to enhance security for Canadians. 


— This includes $6.5 billion for security, including air security and 
Canada’s military. 


— It also includes more than $1.2 billion for border initiatives 
aimed at strengthening border security, facilitating the flow of 
goods and people, and improving border infrastructure. 


. Security 


A. Intelligence and Policing 


The budget includes $1.6 billion over the next five years for 
intelligence and policing to: 


— equip and deploy more intelligence officers and police officers; 


— improve co-ordination and information sharing among law 
enforcement, intelligence and national security agencies; 


— boost marine security through greater funding for coastal 
surveillance; and 


— strengthen the role of the Financial Transactions and Reports 
Analysis Centre of Canada in cutting off terrorist financing. 
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Screening of Entrants to Canada 


$1 billion will be provided over the next five years to improve the 
screening of visitors, immigrants and refugee claimants entering 
Canada. These initiatives include: 


— better and more accurate screening both at Canada’s border 
and abroad; and 


— faster and more thorough screening of refugee claimants. 


Emergency Preparedness and Military Deployment 
Budget 2001 provides more than $1.6 billion to: 


— double the capacity of Joint Task Force Two — the Canadian 
Forces’ elite anti-terrorist unit; 


— support Canadian military participation in the international war 
on terrorism; 


— fund military equipment purchases; 


— improve laboratories and purchase specialized equipment to 
strengthen Canada’s ability to respond to chemical, biological 
and nuclear threats; and 


— improve the ability to protect Canada’s critical infrastructure — 
such as water and energy utilities and transportation and 
communications systems. 


A New Approach to Air Security 


$2.2 billion will be provided over the next five years to make air 
travel more secure in accordance with rigorous new national 
Transport Canada standards. 


To ensure that these standards are met, the Government will 
create a new federal air security authority. 


New air security measures will include: 
— armed undercover police officers on Canadian aircraft; 


— better-trained personnel to screen passengers and 
carry-on baggage; 
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— new State-of-the-art explosive detection systems at 
Canada’s airports; 


— enhanced policing in airports; 


— permanent modifications to aircraft cockpit doors to make 
them more secure; and 


— enhanced security zones at aircraft handling facilities and 
on tarmacs. 


These measures will be funded by a new Air Travellers Security 
Charge to be paid by air travellers starting April 1, 2002. 


3. A Secure, Open and Efficient Border 


More than $1.2 billion will be invested in border-related 
measures to address security concerns and enhance long-term 
economic prospects by making the Canada-U.S. border more 
open and efficient. 


A. Border Security and Facilitation 


Of the more than $1.2 billion dedicated to border-related 
measures, $646 million will be targeted to measures aimed at 
enhancing border security while facilitating the flow of goods and 
people between Canada and the United States. These include: 


— new technology to help the Canada Customs and Revenue 
Agency facilitate the passage of goods and people at 
border-crossing points; 


— new Canadian multi-agency Integrated Border Enforcement 
Teams to co-ordinate intelligence and enforcement efforts along 
the Canada-U.S. border; 
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— advanced information-sharing technology to help Customs 
officers screen travellers arriving at airports and other 
border-entry points; 


— better equipment for detecting explosives, firearms and other 
dangers without delaying the flow of legitimate commerce or 
tourism; and 


— new secure Internet-based technology to ease Customs 
compliance for small business. 


B. Border Infrastructure 


m To help make the border more efficient, Budget 2001 
also creates: 


— anew $600-million program to improve infrastructure — such 
as highways, commercial vehicle processing centres and 
technology — that supports major border crossings. This will 
be done in co-operation with public and private sector partners 
on both sides of the border. 
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Introduction 


The legacy of September 11 is a sense of insecurity — both personal and 
economic. Key to rebuilding confidence is ensuring that people are safe, and 
that borders are secure, yet open and efficient. 


The Government’s response has been swift. The Prime Minister 
appointed the Ad Hoc Committee of Ministers on Public Security and 
Anti-Terrorism, which has overseen a number of initiatives, including: 


@ providing for initial actions in the security, law enforcement and 
intelligence areas; 


@ introducing legislation that takes aim at terrorism and enhances Canada’s 
ability to identify, prosecute and punish terrorists; and 


M moving expeditiously to cut off sources of financing for terrorists. 


Budget 2001 builds on these initiatives through a comprehensive set of 
security measures designed to keep Canadians safe, keep terrorists out and 
keep our borders open. It provides a total of $7.7 billion over the next 
five years to enhance security for Canadians and make Canada’s borders 
more secure, open and efficient. 


These measures recognize that Canadians have been confronted with a 
new kind of threat — one that is aimed at undermining freedom and 
disrupting the economy. Responding to this threat is crucial to the security 
of individuals, not only in Canada but worldwide. 


The global reinsurance industry has been greatly impacted by the events 
of September 11. The Government is monitoring the Canadian situation and 
is working with the insurance industry and other affected parties to 
determine what action may be required. 


The budget includes $6.5 billion for security, emergency preparedness 
and the military. Also included in this amount is funding to a new federal 
authority, which will deliver enhanced security services at airports and on 
board flights according to rigorous new national standards set by 
Transport Canada. 


Maintaining a secure yet open border with the U.S. is of particular 
importance to Canada. Indeed, the governments of both countries have 
agreed that security and openness go hand in hand, and have committed to 
work together to address their mutual security concerns and economic goals. 
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Two-way trade between Canada and the U.S. is the source of millions of 
jobs in both countries, accounting for close to $2 billion of commerce every 
day. Canadian and American factories depend on just-in-time delivery of 
parts, and Canadians need ready access to their U.S. customers. Tourism 
depends on making border crossings as quick and efficient as possible, and 
investors must be confident that the border will remain open. 


The 2001 budget responds to this challenge through measures designed 
to create a more modern, sophisticated border, using state-of-the-art 
technology that stops individuals and shipments that pose a security risk 
while speeding legitimate traffic. 


In total, this budget provides more than $1.2 billion over the next 
five years to fund these border measures, including a $600-million program 
to improve border infrastructure. 
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Table 5.1 
Expenditures 
2001- 2002- 2003- 2004- 2005- 2006- 
2002 2003 2004 2005 2006 2007 _—si Total 
(millions) 
SECURITY ' 
Intelligence and policing 
Equipping and deploying 
more intelligence and 
police officers 235 182 189 193 190 1SSi) hee 
Improving co-ordination 
and information sharing if 10 1s 15 to 15 76 
Enhanced marine security 5 2 13 10 10 10 60 
Cutting off terrorist 
finances 10 1kS) 10 10 10 10 63 
Other initiatives 16 ps6) 29 31 31 31 163 
Contingency = 10 20 20 20 25 95 
Subtotal 273 253 276 279 2/5 278 1,634 
Screening of entrants 
to Canada 
Better and more accurate 
screening 89 61 61 61 61 61 395 
More resources for 
detentions, removals and 
refugee determination 30 42 42 82 32 32 210 
Fraud-resistant documents 25 73 61 44 42 42 287 
Contingency = 10 20 20 30 30 Lig 
Subtotal 143 186 184 157 165 165 1,001 
Emergency preparedness 
and military deployment 
Supporting Canada’s 
military 400 110 _ - _ - 510 
Expanded anti-terrorist 
capacity 44 qk) 15 18 als: 10 119 
Chemical, biological, 
radiological and nuclear 
threats 62 110 95 92 at Cis 53 
Emergency preparedness 30 el 74 74 (ge) rg) 396 
Contingency = 10 20 20 25 25 100 
Subtotal 535 316 204 201 192 192 1,638 
A NEW APPROACH TO 
AIR SECURITY 115 462 573 367 366 306 2,189 
Total security initiatives 1,067 i:217 1,236 1,603 998 941 6,462 
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Table 5.1 
Expenditures (cont’d) 


ee 
2001- 2002- 2003- 2004- 2005- 2006- 
2002. 2003 = 2004'S 2005 )3=s « 2006~=—ss(« 2007_~C=s Total 


(millions) 
A SECURE, OPEN AND 
EFFICIENT BORDER 
Border security and facilitation 
Expediting pre-approved 
travellers - 15 is 12 8 8 58 
Better tools for risk 
assessment and detection 6 ae ie 4. 10 10 67 
Better equipment for 
detecting dangerous 
shipments ae ) 2 is) 14 12 12 107 
Integrated Border 
Enforcement Teams 10 25 25 PXS) 25 25 185 
Better service to 
small business - 5 is. 2 2 2 14 
Other initiatives 62 oh 34 34 34 34 226 
Contingency — 5 oO 10 10 10 AO 
Subtotal 72 156 110 107 101 101 646 
Border infrastructure - 150 150 150 100 50 600 
Total border initiatives 72 306 260 257 201 151 1,246 
Total 1,139 1,523 1,496 1,260 1,199 1,092 7,708 
REVENUES 
Air Travellers Security 
Charge? - 430 445 445 445 445 2,210 
Other — 50 50 30 25 25 180 
Total revenues - 480 495 BS) 470 470 2,390 


Note: Totals may not add up due to rounding. 


1 This includes $1.2 billion for the Department of National Defence and its agencies. 
2 Figures include net goods and services tax (GST). 
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1. Security 


Protecting citizens, their property and their way of life from external threats 
is a fundamental role of government. The new national security measures 
outlined below are designed to prevent terrorist attacks in Canada and 
prevent terrorists from using Canada as a staging area. The Government’s 
plan is based on: 


A. increased resources for intelligence and policing; 
B. enhanced screening of arrivals to Canada; and 
C. better emergency preparedness and support for Canada’s military. 


Security funding in this budget includes $1.2 billion for the Department 
of National Defence and its agencies. 


A. Intelligence and Policing 


Better intelligence and enhanced policing will help to detect terrorists in 
Canada so they can be prevented from acting on their intentions, prosecuted 
and dealt with — including removal from the country where mandated. 
Improved intelligence will also support other security measures by: 


@ providing more reliable data for screening entrants to Canada; and 


@ guiding the country’s emergency response and preparedness efforts. 


Over the next five years the cost of these intelligence and policing actions 
will total more than $1.6 billion. 


This new funding builds on other recent initiatives such as those in the 
2000 budget. The budget provided $1.1 billion over five years to the 
Royal Canadian Mounted Police (RCMP) to strengthen policing and security 
activities. In addition, during the last two years the Government provided 
more than $900 million over five years in a number of enforcement and 
intelligence areas. 
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Equipping and Deploying More Intelligence and Police Officers 


Budget 2001 provides almost $1.2 billion over the next five years to the 
RCMP, the Canadian Security Intelligence Service (CSIS) and other 
security-related federal departments to train, equip and deploy more 
intelligence officers, front-line investigative personnel and other professional 
staff. CSIS will receive the biggest annual funding increase since its inception. 
This funding will also be used to upgrade technology and equipment for 
intelligence gathering and analysis. 


These resources will strengthen the ability of Canada’s security and 
intelligence agencies to provide timely and accurate information and analysis 
to support the fight against terrorism. This will improve Canada’s ability to 
respond to national security threats. 


Part of this funding will be provided to the RCMP to increase the number 
of investigators and better train them to deal with terrorism. The RCMP 
will upgrade key information management systems to make the collection, 
analysis and dissemination of intelligence more efficient and effective. 


Improving Co-ordination and Information Sharing 


The co-ordination of investigative and enforcement efforts among agencies 
is essential to the fight against terrorism. This budget provides $76 million 
over the next five years to strengthen inter-agency co-ordination on 

two fronts. 


m First, funding will be provided to the RCMP to establish Integrated 
National Security Enforcement Teams (INSETs), which will include 
representatives from federal enforcement and intelligence agencies, as well 
as provincial, municipal and international law enforcement partners. 


— The INSETs will gather information to prevent, detect and prosecute 
criminal offences against Canada’s national security. They will have 
~ an intelligence and enforcement component, and will focus on the 
criminal activity of individuals or groups linked to terrorists and their 
supporters. Using intelligence from CSIS or its own sources, the 
INSETs will investigate criminal activities, analyze intelligence and 
ensure that all information is shared among integrated partners. 
m Second, additional resources will be provided to the Canadian Public 
Safety Information Network. This network is a modern Canada-wide 
information system that enhances the timely and accurate sharing 
of information among criminal justice, enforcement and national 
security agencies. 
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Enhanced Marine Security 


Canada is stepping up measures to protect its ports and other critical 
infrastructure from terrorist attacks and is increasing intelligence gathering to 
screen for potential terrorists as well as weapons and explosives. This budget 
provides $60 million over the next five years in support of these initiatives. 


Funding in this budget will allow Fisheries and Oceans Canada to 
increase the scope and frequency of its surveillance flights over critical 
approaches to North America. This will enhance Canada’s capacity to 
identify and address potential marine threats. 


The Government will also provide resources to expand the Coast Guard’s 
surveillance of Canada’s waterways. Over the coming months Transport 
Canada will work with other organizations to identify further measures to 
improve marine security. 


Cutting Off Terrorist Finances 


Cutting off the financing that supports terrorism and denying terrorists 
access to the nation’s financial system are a key element of the Government’s 
anti-terrorist strategy. The Government recognizes that these initiatives must 
be part of a co-ordinated international effort to ensure terrorism cannot 
simply shop jurisdictions until it finds an accommodating home. 


Canada has been a full partner in this effort. It has moved quickly to 
implement all UN Security Council Resolutions with respect to the freezing of 
terrorist assets and the prohibition of making funds available to terrorists. 


In addition, as Chair of the G-20, Canada has worked to broaden the 
international commitment to strong countermeasures, as demonstrated by the 
Action Plan on Terrorist Financing agreed to at the November 2001 Meeting 
of G-20 Finance Ministers and Central Bank Governors in Ottawa. 


Canada has also provided technical and financial assistance to other 
countries, especially developing nations, to aid in their efforts to prevent 
abuse of their financial systems. In early November the Caribbean Regional 
Technical Assistance Centre was established with the help of $8 million 
committed by Canada earlier this year. 


To deprive terrorists of the funds needed to finance their activities, 
Bill C-36 strengthens the Government’s ability to pursue those engaged 
in raising funds for terrorists and terrorist groups. The bill includes measures 
to make the financing of terrorism a criminal offence, strengthen the 
Government’s authority to seize terrorist assets, and broaden Canada’s 
existing anti-money laundering regime to combat terrorist financing. 


96 


ENHANCING SECURITY FOR CANADIANS 


Canada’s anti-money laundering agency, the Financial Transactions and 
Reports Analysis Centre of Canada (FINTRAC), was established to provide 
information to law enforcement authorities to assist in the investigation and 
prosecution of money laundering. In October 2001 the Government provided 
$10 million to FINTRAC to enable it to also address terrorist financing. This 
budget provides $53 million over the next five years to increase FINTRAC’s 
capacity to fulfill these new responsibilities. 


B. Screening of Entrants to Canada 


Canada welcomes visitors, as well as immigrants and genuine refugees who 
want to live peacefully in their new country and contribute to its future. 
That will not change. Yet the Government recognizes that it must improve 
its ability to prevent potential security risks from entering or passing through 
the country. 


This budget invests $1 billion over the next five years in several 
measures designed to improve the screening of the thousands of individuals — 
immigrants, refugee claimants, visitors — who arrive at Canada’s borders or 
seek to go to Canada every day. The Government’s objective is to ensure that 
this first line of defence is strong and secure. As a result, in situations 
involving refugee claimants, all of the processes that follow the initial 
screening will function more effectively. 


This screening will start abroad with immigration control officers 
gathering intelligence and preventing those who should not be allowed into 
Canada from continuing their travel. It will continue at Canadian ports of 
entry, where there will be heightened vigilance, as well as faster and improved 
early security screening. Additional resources will be directed to the detention 
and removal of those who pose security risks to Canada. 


Better and More Accurate Screening 


Canadian immigration officers stationed abroad have a key role to play in the 
intelligence-gathering and enforcement process. In co-operation with CSIS 
and the RCMP, they help identify individuals linked to terrorism or organized 
crime and prevent them from obtaining documents that would facilitate 
travel to Canada. Immigration control officers also scrutinize documents 

of individuals at airports before they board a plane destined for Canada 

and prevent them from continuing if they should not be allowed entry 

into Canada. 


This budget provides funding to significantly expand the number 
of immigration control officers abroad. This will better prevent potential 
security risks from attempting to enter Canada. 
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It is also critical that a strong screening system be in place at Canadian 
ports of entry to detect anyone posing a security threat. This budget therefore 
includes resources to allow for an increased number of immigration officers, 
who will perform more intense document verification for all individuals 
arriving in Canada. Up-front security screening of refugee claimants will also 
be intensified. 


This budget provides a total of $395 million over five years for these 
screening initiatives. 


More Resources for Detentions, Removals and Refugee Determination 


To support enhanced screening activities, this budget increases resources 

to detain individuals who do not satisfy immigration officers of their 
identities, who pose security risks, or who try to enter the country illegally. 
In addition, further funding will be provided so that such persons, as well 

as those who are found not to be genuine refugees, can be removed promptly 
from Canada. 


This budget also provides funding to shorten the length of time necessary 
to validate refugee claims. For claimants, this will avoid prolonged and 
uncertain stays in Canada while they are waiting for a hearing. Quicker 
determination of refugee claimants will enhance security by reducing the 
number of people making inappropriate claims in Canada and, therefore, the 
potential for would-be terrorists to exploit the refugee determination system. 


Funding in this budget for these measures totals $210 million over the 
next five years. 


Fraud-Resistant Documents 


This budget provides $287 million over the next five years to improve 

the integrity of documentation provided to new immigrants to Canada and 
existing permanent residents who are not Canadian citizens. The new 
fraud-resistant Permanent Resident Card will come into effect as planned in 
June 2002. Further, state-of-the-art security features will be incorporated into 
the passport system. 


To offset the cost of the card, the Minister of Citizenship and 
Immigration will make the necessary changes to regulations to increase 
immigrants’ application fees by $50. Current permanent residents may also 
obtain a card by paying a $50 fee. Development and implementation 
costs are funded in this budget. 


These enhanced security measures will bolster confidence in these key 
personal documents at home and abroad. 
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C. Emergency Preparedness and Military Deployment 


The security measures in this budget aim to minimize the potential for 
terrorism. However, the Government must ensure that, should a terrorist act 
occur, it has in place the means to act quickly and effectively to minimize 
the impact on the lives and property of Canadians. Enhancements in this 
area also position Canada better to respond to other types of emergencies, 
such as natural disasters. 


This budget therefore commits substantial funding to enhance emergency 
response and preparedness. It allocates more than $1.6 billion over the next 
five years to improve the Government’s ability to detect, prevent and respond 
to threats, and to fund Canada’s military participation in the international 
coalition against terrorism. 


Supporting Canada’s Military 

The Prime Minister has stated that Canada is firmly committed to fighting 
side-by-side with its allies against terrorism. Canada has announced a 
commitment of up to 2,000 members of the Canadian Forces in the 
operation known as Operation Apollo. 


Budget 2001 provides an additional $210 million to fund Canada’s 
participation in the international military campaign against terrorism, as well 
as a further $300 million for capital. 


Incremental Defence Funding 


The last two budgets increased defence funding to contribute to quality-of-life 
improvements for Canadian Forces personnel and provide more support to the 
Canadian Forces in pursuing their overall mandate. As a result of actions taken 
in the 1999 and 2000 budgets, the Department of National Defence (DND) will 
receive $3.9 billion in additional funding over the next five years. 


Budget 2001 provides DND and its agencies with a total of $1.2 billion over 
the next five years. This includes $300 million this year to purchase needed 
capital, $210 million for Operation Apollo and more than $690 million under the 


security initiatives. 

The $3.9 billion of new funding in the budgets of 1999 and 2000, together 
with the more than $1.2 billion of new funding in this budget, means that the 
Government will have increased DND funding by $5.1 billion over the next 
five years. 


Grand total _ 


Budget 1999 Budget 2000 


(millions of dollars) 
550 3,350 1,202 5,102 
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Expanded Anti-Terrorist Capacity 


The Joint Task Force Two (JTF 2) of the Canadian Forces is a world-class 
elite unit trained to intervene in terrorist situations. In light of the 
international obligations that may be placed on the JTF 2 as part of Canada’s 
commitment to its allies in the war on terrorism, this budget provides 

$119 million over the next five years to double the capacity of the unit. This 
will improve the JTF 2’s ability to respond to incidents at home and abroad. 


Chemical, Biological, Radiological and Nuclear Threats 


Canada must have the infrastructure to respond to the use of unconventional 
weapons, whether they be chemical, biological, radiological or nuclear. 
As a result of this budget: 


@ funding will be increased to enhance the existing laboratory networks so 
that they will be able to detect and identify possible biochemical threats more 
quickly; and 


H new protective equipment will be purchased and better training for 
emergency response teams will be provided to ensure that front-line 
responders are better prepared. 


In total, this budget provides $513 million over the next five years in 
support of these initiatives. 


Emergency Preparedness 


Canada needs to strengthen its ability to respond to threats against critical 
infrastructure such as water and energy utilities and transportation and 
communications systems. Therefore, this budget includes funding to expand 
the capacity of the Office of Critical Infrastructure Protection and Emergency 
Preparedness (OCIPEP). 


OCIPEP will work with other federal agencies such as the RCMP and 
CSIS. It will also work with all provincial and territorial governments, 
emergency measures organizations throughout Canada, and foreign 
organizations — particularly in the U.S. — to improve the overall level of 
infrastructure protection and emergency preparedness. 


This budget provides $396 million over the next five years to fund 
these initiatives. 
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2. A New Approach to Air Security 


Although Canada has one of the safest aviation systems in the world, the 
events of September 11 have had a significant impact on the security needs of 
air travellers. Budget 2001 is allocating $2.2 billion over the next five years to 
meet these new needs. 


Rigorous new national standards for security in airports and on board 
flights are essential to protecting people. This budget will therefore provide 
Transport Canada with funds to strengthen its capacity to set regulations, 
review standards, and monitor and inspect all air security services. 


A New Federal Authority for Air Security 


To implement these standards, the Government will consolidate air security 
services under a single new federal authority, which will deliver improved 
security at Canadian airports and on board flights. 


The new federal authority will be responsible for: 


m™ providing pre-board screening of passengers and baggage at airports. 
Screening will be done by better-trained personnel using highly specialized 
equipment according to new, rigorous performance and training standards set 
by Transport Canada; 


@ policing at key locations in Canada’s airports; 
m providing armed undercover police on domestic and international flights 
originating in Canada; and 


@ providing for the acquisition and operation of detection equipment that 
will search for traces of explosives on air passenger baggage in Canada. 


Security Modifications for Aircraft 


This budget provides funding to help Canadian air carriers undertake 
permanent modifications to aircraft cockpit doors. This initiative will address 
the heightened security standards required in the current environment. This 
assistance is over and above the $160 million in federal funding provided to 
Canadian air carriers for their direct losses stemming from the closure of 
Canada’s airspace following the events of September 11. 
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Enhanced Security Around Work Areas in Airports 


The new federal authority will be responsible for screening passengers and 
their baggage. Since people other than passengers also have access to airport 
facilities, Transport Canada is also tightening access to aircraft by creating 
enhanced security zones at handling facilities and on airport tarmacs, and 
will work in co-operation with the Canada Customs and Revenue Agency 
(CCRA) on security procedures at Canada’s airports. 


Air Travellers Security Charge 


To fund the new air security expenditures, the Government will introduce an 
Air Travellers Security Charge, effective April 1, 2002. The charge will be 
paid by air travellers — the primary users of these enhanced security measures. 
It will be collected by air carriers or their agents at the time of purchase of 
the airline tickets. 


For travel within Canada, the total cost of the charge will be $12 for a 
one-way trip and $24 for a round trip. Over the next five years this charge 
will generate revenue that will be roughly equivalent to the new air security 
expenditures. The rate of the charge will be reviewed over time to maintain 
revenue in line with these expenditures. 


Table 5.2 

Air Travellers Security Charge 

One-way travel within Canada: $12 
Round-trip travel within Canada: $24 
Travel to a destination in the continental U.S.: $12! 
Travel to a destination outside Canada and the continental U.S.: $24 


Notes: The above amounts include GST, where applicable. 
Further details on the Air Travellers Security Charge are provided in Annex 8. 


| The rate for travel to U.S. destinations takes into account that U.S. taxes also apply. 
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3. A Secure, Open and Efficient Border 


The Government’s security agenda involves much more than physical security 
for Canadians. A key element is rebuilding confidence through greater 
economic security, and there can be no more important measure than 
maintaining an open border with the U.S. The economic welfare of both 
countries depends on making the border more secure, open and efficient. 


Every day close to $2 billion worth of goods and services crosses the 
Canada-U.S. border. The U.S. is the destination for over 80 per cent of 
Canada’s exports and the source for about 70 per cent of Canada’s imports. 
Canada provides 20 per cent of U.S. imports and is the single largest foreign 
market for U.S. goods and services, accounting for 25 per cent of its exports. 


Given the magnitude of this two-way trade, both countries recognize 
that it is in their mutual interest to facilitate the flow of legitimate goods 
and people while ensuring that safety and security concerns are addressed. 


During the G-20 Ottawa Ministerial in November 2001, renewed 
impetus was given to Canada-U.S. co-operation on finding better ways 
to manage the flow of goods and services across the border and on quickly 
resolving potential impediments to this flow. To co-ordinate this effort, 
both countries agreed to appoint senior officials. 


This budget provides more than $1.2 billion to keep the border open, 
secure and efficient, including a $600-million program to improve border 
infrastructure. 


A. Border Security and Facilitation 


This budget provides $646 million over the next five years to enhance border 
operations. The CCRA will accelerate implementation of its new risk-based 
approach to border management. This involves facilitating the passage of 
pre-approved goods and travellers so that resources can be concentrated on 
other goods and travellers. 


Expediting Pre-Approved Travellers 


Many Canadians, particularly those who live in border cities, go to the U.S. 
frequently for business and pleasure. The Government recognizes the benefit 


of expediting such crossings. 
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The CCRA will therefore seek to partner with American authorities 
in expanding the Canada-U.S. NEXUS system, which speeds passage of 
pre-approved travellers at land border crossings. It will also implement 
the Expedited Passenger Processing System for frequent air travellers. 
The pre-approval processes for such programs are rigorous, involving 
background and security checks on all applicants prior to approval. 


For both programs, the CCRA will improve the level of technology, using 
advanced systems to identify participants. These traveller pass programs will 
involve a service fee consistent with the Government’s cost recovery policy. 


This budget provides $58 million over the next five years in support 
of these initiatives. 


Better Tools for Risk Assessment and Detection 


Effective security requires the capacity to identify and intercept high-risk 
individuals before they attempt to enter the country. Currently Customs 
officers get their first opportunity to review air travellers coming to Canada 
only when they arrive at Customs. 


The Advanced Passenger Information System/Passenger Name Record 
(API/PNR) will allow Customs officers access to air carriers’ passenger 
reservation systems to obtain information on travellers for a risk assessment 
review before they arrive at Customs. 


API/PNR received funding in Budget 2000 for an initial evaluation. 
Budget 2001 provides additional funding to implement the program on a 
Canada-wide basis. 


Another key element of improving screening of people wishing to enter 
Canada is to provide front-line officers with better information on arriving 
travellers. The Integrated Primary Inspection Line system will link Customs’ 
primary inspection lines to additional data and intelligence in real time. Like 
API/PNR, this system will help Customs officers determine whether travellers 
should be referred for further questioning or examination. This budget 
allocates funds to expand this program to all major ports of entry. 


Additional funds will be allocated for the CCRA to develop an on-line 
case management and occurrence reporting system and a national repository 
for intelligence information. This initiative will facilitate sharing of 
intelligence data and the building of case profiles on individuals posing a 
threat to national security. 


In total, this budget provides $67 million over the next five years in 
support of these initiatives. 
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Better Equipment for Detecting Dangerous Shipments 


Smuggling is becoming more sophisticated, not only for guns and explosives, 
but also for drugs and other contraband — the sale of which might be used to 
finance terrorist activities. 


This budget provides $107 million over the next five years to the CCRA 
for additional detection equipment such as X-ray machines and ion scanners. 
This will make it easier for Customs officers to intercept firearms and 
explosives, without delaying legitimate commerce or tourism. 


The CCRA will also work with other government departments to control 
shipments that affect Canada’s health, safety and security by improving the 
exchange of electronic information. 


Integrated Border Enforcement Teams 


Maintaining an open Canada-U.S. border requires numerous agencies to 
work together to share intelligence and co-ordinate enforcement activities. 
This budget therefore includes additional funding of $135 million over five 
years to establish new multi-agency Integrated Border Enforcement Teams. 


Led by the RCMP on the Canadian side, Integrated Border Enforcement 
Teams will consist of other federal enforcement agencies, including the 
CCRA, Citizenship and Immigration Canada, and provincial and municipal 
police forces. These teams will work in co-operation with enforcement 
personnel from key U.S. federal, state and local agencies. Teams will help 
border inspection agencies with intelligence gathering and investigations, 
both at and between high-volume land and marine border crossings. 


Better Service to Small Business 

Many of the Government’s trade facilitation programs focus on streamlining 
the importation process for low-risk importers. However, such broad-based 
programs may not meet the needs of small business importers. 


The CCRA will introduce the following two new programs targeted 
to meet the unique needs of small commercial importers: 


m The Internet One-Step Process will provide a secure Internet environment 
in which importers may complete and submit standard import documents 
electronically. On-line options for the payment of any applicable duties and 
taxes will also be developed. Importers who use this new program will still 
have to present their goods at Customs and provide any necessary additional 
documents, such as import permits. 
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= Customs Small Business Desks will assist small commercial importers 
by offering personalized assistance on all aspects of the importation process, 
including the new Internet One-Step Process. 


Together, these programs will make it easier for small businesses to 
bring their goods across the border into Canada. This budget provides 
$14 million over the next five years in support of these programs. 


B. Border Infrastructure 


Trade flows with the U.S. have increased some 150 per cent since 1988. 
Robust growth in commercial traffic is now taxing the capacity of some 
of Canada’s busiest border crossings. Continued growth in trade will 
therefore require further investment in border-related infrastructure. 


To this end, Budget 2001 provides $600 million over the next five years 
towards a new border infrastructure program. Projects supported by this 
program could include: 


@ new or improved highway access for border crossings; 


@ processing centres for commercial vehicles to speed up clearance 
times; and 


@ “soft infrastructure” such as intelligent transportation systems, which 
facilitate the electronic exchange of information between government 
agencies and trucks and trains crossing the border. 


Under this program, the Government will seek to partner with the 
provinces, municipalities and private sector. The federal government also 
intends to work with the United States to ensure a co-ordinated approach 
towards border infrastructure. 


By financing improvements to the infrastructure of existing and 
new crossings, this border infrastructure program will result in greater 
security and faster transit times for people and goods crossing the 


Canada-U.S. border. 
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Strategic Investments: 
Bridging to the Future 
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“Our economic success, our ability to create jobs, will be determined, 
first and foremost, by the degree to which we demonstrate an understanding 
of the great currents that are shaping the world of tomorrow.” 


Finance Minister Paul Martin 
2001 budget speech 


Highlights 


Budget 2001 addresses immediate needs through targeted, 
strategic investments that provide a stimulative boost to 
confidence in the economy. It does so as it advances, in a fiscally 
affordable way, the long-term plan the Government has put 

in place. 


1. Investing in Health Initiatives 


Because Canada’s publicly funded health care system reflects 
the fundamental values shared by all Canadians, the budget: 


— confirms that the $23.4 billion in funding to support health 
and early childhood development agreements reached by 
first ministers in September 2000 is fully protected; 


— further strengthens the federal government’s contribution 
to Canada’s health care system by providing $95 million to 
the Canadian Institute for Health Information; and 


— provides a $75-million increase to the annual budget of 
the Canadian Institutes of Health Research. 


2. Investing in Skills, Learning and Research 


Because the Government is committed to providing every 
opportunity for Canadians to upgrade their skills, and because 
research today is the source of new jobs tomorrow, the budget 
includes more than $1.1 billion over three years to support skills, 
learning and research by: 


— increasing funding for sector councils; 


— improving support for people with disabilities who pursue 
higher education; 
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reducing waiting period provisions for apprentices in the 
employment insurance program, allowing an income tax 
deduction for apprentice vehicle mechanics’ tools, and assisting - 
mentoring and business support to young entrepreneurs; 


exempting from income tax tuition assistance for adult basic 
education provided under certain government programs and 
extending access to the education tax credit; 


helping offset indirect research costs at universities and 
research hospitals; 


supporting leading-edge technologies and expanding regional 
innovation initiatives across the country through increased 
funding to the National Research Council of Canada; 


providing additional funding to the Natural Sciences and 
Engineering Research Council and the Social Sciences and 
Humanities Research Council; and 


extending funding for Internet initiatives including SchoolNet, 
the Community Access Program and Government On-Line, 
and building CA*net 4, a new generation of Internet 
broadband network architecture. 


In total, the Government’s expenditures on science and 
technology are estimated at $7.4 billion in 2001-02, an increase 
of 25 per cent from the previous peak. 


. Investing in Strategic Infrastructure and the Environment 


Because investments in infrastructure will both stimulate job 
creation and confidence in the short term and make the economy 
more productive and competitive in the long term, the budget 
announces targeted investments of nearly $3 billion that: 


create the Strategic Infrastructure Foundation, with a 
minimum federal commitment of $2 billion, to fund large 
strategic projects; 


confirm $680 million in funding for a capital grants program 
to alleviate the shortage of affordable rental housing; 


double funding to the Green Municipal Enabling Fund and 
the Green Municipal Investment Fund; 


enhance incentives for renewable energy and energy 
efficiency projects. 
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4, Aboriginal Children 


Because the well-being of Aboriginal children today will lead to 
stronger First Nations communities in the future, this budget 
provides $185 million over the next two years to: 


— enhance programs such as child care and head start programs, 
which support early childhood development; 


— intensify efforts to reduce the incidence of fetal alcohol 
syndrome and fetal alcohol effects on reserves; and 


— provide increased funding to support children on reserves 
who have special needs at school. 


5. Furthering International Assistance 


Because Canada recognizes the importance of helping those 
most in need beyond its borders, the budget increases 
international assistance by $1 billion over three years. Among 
other things, the budget will: 


— commit $500 million to a fund promoting sustainable 
development in Africa; and 


— provide humanitarian emergency assistance in Afghanistan. 
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Introduction 


The Government’s overarching goals are to build a strong economy and 
secure society and to improve the quality of life for Canadians. The strategic 
investments in this budget help achieve these objectives by dealing with the 
needs of today. At the same time, they serve as a bridge to a better tomorrow. 


This budget does so with investments that are consistent with the 
Government’s long-term plan. By investing responsibly now in key initiatives 
the Government is achieving two important goals. It is helping to support 
Canadians and the Canadian economy through the current period of 
economic weakness and uncertainty, while meeting its ongoing commitment 
to a more innovative economy and inclusive society. 
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In each case, decisions are based on these two criteria. First, the 
investment must be consistent with advancing the Government’s long-term 
agenda. Second, it must fit within its prudent fiscal framework and, where 
possible, provide stimulus during a period of economic weakness and 
uncertainty and position Canada to take advantage of the economic recovery. 


The economic stimulus in this budget is both significant and timely. 
When coupled with other spending initiatives coming on stream this year, 
the total impact is $9 billion this year, growing to $11 billion next year. 
This is in addition to the stimulus provided by the large tax cuts announced 
in October 2000 and the substantial decline in interest rates this year. 


By investing in strategic infrastructure, in skills, learning and research, 
and in health, Aboriginal children, the environment and international 
assistance, the 2001 budget reflects the Government’s long-term vision while 
providing important support now for the economy. 


It represents another important building block in the Government’s 
balanced agenda of jobs, growth and opportunity. 
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Investing in Health Initiatives 


Canada’s publicly funded health care system reflects the fundamental values 
shared by all Canadians. It gives Canadians the security of knowing that they 
have access to high-quality care when they need it. 


Confirming Increased Funding for Health Care 


In September 2000 a historic agreement was reached by first ministers on 
a shared approach and action plan for renewing health care services and 
reporting to Canadians on progress made. Agreement was also reached 
on increased support for early childhood development. 


This budget confirms that the federal funding of $23.4 billion in support 
of these agreements is fully protected. This includes $21.1 billion in transfers 
to the provinces and territories through the Canada Health and Social 
Transfer (CHST) and $2.3 billion in targeted health funds for medical 
equipment, new information technologies and primary care reform. 


The CHST is the main program through which the federal government 
supports health care. In 2001-02 CHST cash will increase by $2.8 billion, 
bringing the cash total to $18.3 billion. In 2002-03 CHST cash will grow 
to $19.1 billion, a $3.6-billion increase over 2000-01. By 2005-06 CHST 
cash will reach $21.0 billion — a $5.5-billion or 35-per-cent increase over 
2000-01 levels. 
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Providing Growing, Stable and Predictable Funding 
for the Provinces and Territories 


Table 6.1 
Funding Commitments of the Government of Canada to Accompany 
the Agreements on Health Renewal and Early Childhood Development 
2000- 2001- 2002- 2003- 2004- 2005- Total 
2001 2002 2003 2004 2005 2006 
(billions of dollars) 


Canada Health and 
Social Transfer 


Base cash! 15.5 15.5 15.5 15.5 15.5 15.5 = 
General cash increase — PAS) SZ 3.8 4.4 5.0 189 
Early childhood 
development ~* Ors 0.4 Ons 5) O85 Cue 
Total CHST cash WSIS 18.3 19.1 19.8 2O-A 21.0 - 
Medical Equipment Fund iS 0.5 - ~ ~ - iO 
Health information 
technology 0.5 = _ _ = = O25 
Health Transition Fund 
for Primary Care — 0.2 0.2 0.2 0.2 - 0.8 
Total cash WES 19.0 19.3 20.0 20.6 21.0 - 
Total cash increase 23.4 


1 Base CHST cash includes the CHST supplements in Budget 1999 ($3.5 billion) and 
Budget 2000 ($2.5 billion). 


2 Sum of total CHST cash transfers and funding for non-CHST measures. 


At the same time, the tax transfer component of the CHST, which 
grows in line with the growth in the economy, provides increasing support 
to the provinces and territories, as illustrated in the chart below, growing 
from $16.5 billion in 2000-01 to $18.8 billion in 2005-06. Together with 
the increases in CHST cash, total CHST will reach close to $40 billion in 
2005-06, compared to approximately $32 billion last year. 
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Canada Health and Social Transfer (CHST) 


$ billions 


“(EPF/C AP) BB CHSST cash increase 
35 |__| CHST base cash 
W288 CHST tax points 


30 
25 
20 


15 


1994—" 1995-5 1S96> 1997-") 1998> 1999-5 2000= 2001-— 2002-5 2008— 2004—2005- 
Weel SRI) IIR} 1999 2000 2001 2002 2003 2004 «2005 2006 


Notes: Established Programs Financing (EPF) and Canada Assistance Plan (CAP) transfers to the provinces 
were replaced by the CHST in 1996. CHST base cash includes both the CHST supplements of Budget 1999 
($3.5 billion) and Budget 2000 ($2.5 billion). The CHST cash increase is the funding provided in September 2000 
in support of agreements on health renewal and early childhood development. 


New Health Investments 


Budget 2001 further strengthens the federal government’s contribution to 
Canada’s health care system and the health of Canadians by investing 
substantial additional funds in health information systems and health-related 
research and innovation. 


The Canadian Institute for Health Information 


The Canadian Institute for Health Information (CIHI), established in 1994, 
is playing an increasingly central role in providing Canadians, health care 
providers and policy-makers with information on the health of Canadians 
and the health care system. 


The 1999 budget provided $95 million to the CIHI to support it over 
four years. This budget renews the $95 million for an additional four years, 
to be used in conjunction with Statistics Canada, to continue to provide 
quality and timely health information. This will include developing common 
health indicators so that nationwide, comparable information is available. 
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In addition, this budget provides $5 million over two years to Health 
Canada so that it can produce health data on First Nations’ people on 
reserve. This information is important to understanding health trends and 
emerging issues. 


Canadian Institutes of Health Research 


In Budget 1999 the Government announced the creation of the Canadian 
Institutes of Health Research (CIHR) through a combination of existing 
resources for health research and an incremental annual investment of 

$175 million. Already, the CIHR has established 13 Institutes across the full 
spectrum of health research, including the Institute of Cancer Research, the 
Institute of Nutrition, Metabolism and Diabetes, the Institute of Gender and 
Health, the Institute of Healthy Aging, the Institute of Neurosciences, Mental 
Health and Addiction, and the Institute of Aboriginal Peoples’ Health. 


All the Institutes embody an innovative and integrative approach 
to health research. As part of their research activities, all Institutes include 
biomedical research, clinical research, and research on health systems, 
health services, the health of populations, societal and cultural dimensions 
of health and environmental influences on health. 


To further support leading-edge health research of this kind 
and its translation into economic benefits for Canadians through a 
commercialization strategy developed by the CIHR, this budget provides 
a $75-million increase to the annual budget of the CIHR. This investment 
brings the CIHR’s annual budget to over $560 million, more than double 
the federal funding provided four years ago. 


Genome Science Research 


Genomic science — the study of the genetic code in people, plants and all 
other living things — is key to the advancement of biotechnology, a driving 
force in the new economy. Research in this field is leading to major 
breakthroughs in our understanding of living organisms and, in the area of 
human health, will revolutionize the identification and treatment of diseases. 
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Budget 2000 invested $160 million in Genome Canada, a not-for-profit 
corporation that supports genome science activities throughout Canada. 
An additional investment of $140 million was made in Genome Canada at 
the end of 2000-01. The Government has also increased funding for its 
regulatory activities concerning genomics to ensure that the new technologies 
respect and preserve the environment and Canadian ethics and values. 


This budget announces a contribution of $10 million to the BC Cancer 
Foundation in recognition of the seminal work of the late Dr. Michael Smith. 
Dr. Smith was the founding director of the Genome Sequence Centre (GSC) 
at the BC Cancer Research Centre and won the Nobel Prize for his work on 
DNA sequencing. The Government’s contribution will support ongoing 
research at the GSC. 


Recent Federal Initiatives in Support of Health 


@ The Government has also increased significantly its targeted funding to 
support the purchase of up-to-date medical equipment, improve health 
information systems and accelerate changes in the way primary health care 
is provided to Canadians. 


— The Medical Equipment Fund provides provinces and territories funding of 

$1 billion for the purchase and installation of medical and diagnostic equipment, 
such as MRI machines, CAT scanners, radiation therapy machines and other 
diagnostic and treatment equipment. 


— The Health Transition Fund for Primary Care, which supports innovation and 
reforms in primary care for Canadians, received $800 million over four years. 


— To support health information and technologies, the Canada Health Infoway 
Corporation was established with a $500-million investment. Development of 
electronic patient records is a priority for this new corporation. 


@ As well, the Government has increased significantly its own programs and 
services in health and health care, including health protection, disease strategies, 
and services for First Nations. 


@ As part of its comprehensive strategy to improve the health of Canadians 
by reducing tobacco use, the Government: 


— raised taxes on tobacco products in April and November 2001; and 
— increased funding for tobacco control programs. 
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Investing in Skills, Learning and Research 


It is now widely recognized that skills, learning and research are critical 

to success in the global knowledge-based economy. A more educated 

and skilled labour force is a key driver of productivity and hence the 
competitiveness of workers, firms and other organizations. Enhanced 
approaches to the development of a skilled workforce are needed, approaches 
rooted in Canada’s universities, colleges, trade schools and other educational 
institutions, and based on a spirit of entrepreneurship and lifelong learning. 


Research and development are equally important. Research creates ideas 
and pushes forward the frontiers of knowledge. Development translates that 
knowledge into new products, services and technologies that are key to 
high-value-added jobs and growth in all sectors of the Canadian economy. 


The Government has long recognized the value of investing in people — 
in literacy and in the education system, which provides advanced skills 
and individual economic security; in on-the-job training, which supports 
job-specific skills; and in universities and other centres of advanced 
research, where the ideas and instructors of the future are found. That is 
why, in Budget 1998, the Government introduced the Canadian 
Opportunities Strategy, a comprehensive plan that built on previously 
introduced measures to expand access to the knowledge and skills needed 
for better job opportunities in the 21° century. 


Under the Strategy, the Government introduced Canada Millennium 
Scholarships, Canada Education Savings Grants and the Canada Research 
Chairs program. It invested heavily in the Canada Foundation for Innovation 
to upgrade the country’s research infrastructure, and it brought the combined 
budgets of the three granting councils to their highest level ever, a total of 
more than $1.1 billion annually. The Government also increased funding 
for research and development programs of direct relevance to the private 
sector and provided tax encouragement for entrepreneurship, given that more 
research and development by individual businesses, both large and small, 
across Canada are key to Canada’s future economic performance. In total, 
the Government’s expenditures on science and technology are estimated at 
$7.4 billion in 2001-02, an increase of 25 per cent from the previous peak. 
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Skills and Learning 


In this budget the Government is doing more to encourage the acquisition 
of skills and learning by Canadians. 


Sector Councils 


Sector councils are industry-wide partnerships that bring together 
employers, unions, workers and educators to assess future employment 
patterns, skill requirements and training practices in different sectors of the 
economy. Based on this analysis, practical measures are developed to help 
employers and workers meet and adapt to the changing needs of each sector. 
There are currently 29 sector councils. 


This budget provides $24 million over the next two years to increase 
support for exemplary councils and expand the network of councils to other 
strategic sectors of the economy. When fully phased in, the Government’s 
support of sector councils will double to $60 million per year. 


Canada Study Grants for Persons With Disabilities 


This budget will improve support for persons with disabilities who pursue 
higher education. Because many people with disabilities must incur 

special costs to pursue higher education, Canada Study Grants of up to 
$5,000 a year are currently available to help pay the cost of services and 
equipment such as tutors, interpreters (oral, sign), attendant care for studies, 
specialized transportation to and from school, learning disability assessments, 
note takers, readers and braillers. Such assistance currently helps more than 
4,500 students with disabilities at an annual cost of about $9 million. 


This budget increases the maximum grant to cover exceptional costs 
associated with disabilities from $5,000 to $8,000. It is anticipated that 
this will address the problems faced by students with very high-cost 
disability-related needs. 


Apart from these grants to help deal with exceptional costs, some 
students with disabilities may find that the maximum student loans available 
are not sufficient to meet assessed needs. In these cases, a supplementary 
grant of up to $2,000 a year will be provided. 


The estimated cost of these two measures is $10 million annually. 


Apprentice Training 


The skilled trades provide good jobs to thousands of Canadians and are 
essential to the economy. Over the next few years Canada may be faced 
with a significant shortage of people with trade skills. 
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To support individuals while they are learning these trades, the 
employment insurance (EI) program provides income support to apprentices 
during periods of classroom training. Like everyone else, apprentices must 
wait two weeks before receiving EI benefits. Currently they must do so each 
time they leave the workplace for classroom training. This may be a deterrent 
to completing training and earning their trade qualification. 


An apprenticeship program is a single continuous course of study 
stretching over a number of years. Therefore, it is proposed that the 
provisions of the EI program be modified so that apprentices in approved 
training programs are subject to only one two-week waiting period. The 
estimated cost of this measure is $15 million a year once fully phased in. 


Apprentice Vehicle Mechanics’ Tools Deduction 


Apprentice vehicle mechanics experience high costs for tools. These costs 
have been identified as a barrier preventing more young people from taking 
up the trade. The budget proposes to provide tax assistance to help 
apprentice vehicle mechanics cope with their extraordinary tool costs. 
Beginning in 2002 they will be entitled to deduct for income tax purposes 
the cost of buying new tools, to the extent that those costs incurred in a year 
exceed the greater of $1,000 and 5 per cent of their apprenticeship income. 
The deduction will be available to employee apprentices who are registered 
in a provincial or territorial program leading to certification as a vehicle 
mechanic, for tool costs certified by the employer as having been incurred 
as a condition of the apprenticeship. The estimated cost of this measure is 
$10 million a year. 


Adult Basic Education — Tax Deduction for Tuition Assistance 


Thousands of adult students receive government assistance to pay their 
tuition fees for basic education at the primary or secondary school level. 
Under current tax rules, this tuition assistance is included in income 
without any offsetting credits. For many, the tax cost of receiving this 
assistance can present a real burden and can discourage them from 
advancing their education. 


To remove this impediment, the budget proposes to exempt from income 
tax any tuition assistance for adult basic education provided under certain 
government programs, including employment insurance. This measure will 
apply to eligible tuition assistance received after 1996. The estimated cost of 


this measure is $5 million a year. 
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Extending the Education Tax Credit 


The budget proposes to help more students undertake lifelong learning by 
extending the education tax credit, beginning in 2002, to people who receive 
taxable assistance for post-secondary education under certain government 
programs, including employment insurance. The proposed changes will 
provide significant tax relief to approximately 65,000 Canadians upgrading 
their skills, and will give them access to the same tax benefits that are 
available to other post-secondary students. The estimated cost of this 
measure is $20 million a year. 


The education tax credit helps students offset their education expenses. 
The amounts on which the education tax credit is calculated were doubled 
in the October 2000 Economic Statement and Budget Update to 
$400 per month of full-time study and to $120 per month of part-time 
study, effective 2001. 


Official Languages 
An additional $5 million per year will be provided to promote linguistic 


exchanges and activities for young Canadians. The current budget for 
these activities is $24 million per year. 


The University of Moncton is establishing a research institute that will 
focus on the study of public policies, practices and services supporting French 
and English linguistic minorities across Canada. To help bring this to fruition, 
this budget provides a $10-million endowment. 


Youth Entrepreneurship 


This budget provides $7.5 million in 2001-02 to the Canadian Youth 
Business Foundation so that it can expand its Youth Business Program, 
which provides funding as well as mentoring and business support to young 
Canadian entrepreneurs. An additional $6 million will be provided to Shad 
International to expand its Shad Valley program, which introduces Canadian 
high school students to the best in science, technology and entrepreneurship 
experiences in a university setting. 


Community Colleges 


In Canada there are a wide variety of community colleges with close ties to 
the communities where they are located. This enables them to respond 
quickly to the changing knowledge and skill needs of their communities. 
The Government has begun an active dialogue with community colleges to 
explore with them how it might help support the important role they play in 
equipping Canadians with the skills they need for the future. 
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_ Recent Federal Initiatives in Support of Skills and Learning 


@ The Canada Education Savings Grant — a grant of 20 per cent on the first 
$2,000 of contributions made each year to registered education savings plans — 
encourages and assists families in saving for their children’s higher education. 


@ Canada Millennium Scholarships provide more than 90,000 needy students 
each year with scholarships averaging $3,000 a year to reduce the debt that they 
would otherwise have to incur. 


@ Canada Study Grants of up to $3,000 provide assistance each year to 
approximately 25,000 students, including students with dependants, students 
with disabilities, and high-need part-time students. 


@ Tax measures that support post-secondary education have been enhanced, 
including the education tax credit, the tuition credit and the scholarship 
exemption. These measures make education more affordable. 


@ The Canada Student Loans Program has been enhanced to help graduates 
manage their student debt by increasing the number of people eligible for interest 
relief, and providing debt reduction for those in extended financial difficulty. As 
well, students can now claim a tax credit for interest paid on federal and provincial 
student loans. 


@ Tax-free registered retirement savings plan withdrawals and an extension of 
the education tax credit and child care expense deduction to part-time students 


help Canadians upgrade their skills through their working life. 


Research 


Key investments have been made by the Government in every budget since 
fiscal balance was restored to increase Canada’s research performance. 
These investments, shown in Table 6.2, have greatly improved Canada’s 
research climate. Moreover, they have built in financial momentum that 
will see greater support for research over the next several years. 


To add further momentum, this budget provides close to $1 billion 
of targeted investments over three years to promote leading-edge research 
and to sustain Canada’s leadership in innovative uses of the Internet. 


Strengthening University Research Capacity 
In recent years the Government has made significant investments in research 
conducted in universities and research hospitals. The benefits of such research 


include new products, services, therapies and industry practices that 
contribute to economic growth and a higher quality of life for Canadians. 
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Universities and research hospitals have been highly supportive of 
these investments. However, they have expressed concerns about rising 
indirect costs, that is, expenses associated with administration, maintenance 
and commercialization activities that are not covered by direct federal 
funding for research. 


In Budget 2000 the Government responded to these concerns by 
designing the Canada Research Chairs program, in which the total costs 
of research undertaken by professors assigned to the Chairs are covered. 
Further, the Government provided $400 million in the 2000 Economic 
Statement and Budget Update to the Canada Foundation for Innovation 
(CFI) to help defray the operating costs associated with new CFI awards. 


In recognition of the priority identified by universities and provincial 
governments for further funding targeted to the indirect costs of research, 
Budget 2001 provides a one-time investment of $200 million through the 
granting councils to Canada’s universities to help alleviate financial pressures 
that are associated with federally supported research activity at universities 
and research hospitals. This initiative will help support world-class research 
facilities and respond to the needs of Canada’s smaller universities in their 
efforts to become more research-oriented. 


The Government is committed to encouraging and supporting excellence 
in university-based research across Canada. It is also committed to promoting 
the commercialization of research through university and private sector 
partnerships and consortia. Looking ahead, the Government will work 
with the university community on ways to provide ongoing support for 
indirect research costs that is predictable, affordable and incremental to 
existing support. 


Natural Sciences and Engineering Research Council (NSERC) 
and Social Sciences and Humanities Research Council (SSHRC) 


The Government’s contributions to the granting councils have funded 
research across Canada and supported talented Canadian students with 
their graduate and post-graduate studies. Beginning with Budget 1998 
the Government has substantially increased total funding for the 
granting councils. 


This budget continues the effort launched in 1998 to increase university 
research activity across all disciplines. Toward that end, the Government 
will increase the annual budgets of NSERC and SSHRC by 7 per cent each, 
resulting in an increase of $36.5 million a year for NSERC and $9.5 million 
a year for SSHRC. These increases will translate into additional research 


opportunities across Canada and more fellowships and scholarships for 
graduate students. 
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Canadian Institute for Advanced Research (CIAR) 


CIAR is a non-profit corporation that supports networks of expert 
researchers who explore long-term scientific, social and economic issues of 
importance to Canada. CIAR links researchers in Canada to the best in 
other countries, and is internationally renowned. 


The Government has contributed funding to CIAR since 1984 and is 
currently providing $3.5 million annually. In this budget the Government 
is providing $25 million to sustain and enhance the organization’s research 
program for five years. 


National Research Council of Canada (NRC) 


NRC is a significant funder and performer of research across Canada. With 
research institutes, centres and programs spanning all regions of the country, 
and with a budget of over half a billion dollars, NRC is making a significant 
contribution to the development of clusters of research and commercialization 
activity and, therefore, to regional economic innovation, jobs and growth. 


Following Budget 2000 NRC launched a new effort to build research 
institutes and innovation centres, beginning with $110 million over five years 
in Atlantic Canada. 


This budget provides an additional $110 million over three years for 
leading-edge technologies and to expand NRC’s regional innovation initiative 
beyond Atlantic Canada. This funding will support the recently announced 
National Institute for Nanotechnology in Alberta, the Advanced Aluminium 
Technology Centre in Quebec, a new research program at the Plant 
Biotechnology Institute in Saskatoon entitled “Crops for Enhanced Human 
Health,” fuel cell research in British Columbia, and initiatives in Ontario 
and Manitoba. 


Connecting Canadians to Information and Knowledge 

Canadians are justifiably proud that their country has become one of 
the most connected nations in the world. It is an important element in 
building an innovative and learning economy and society. 


Canada was the first country to connect all of its schools and libraries 
to the Internet. Further, it has 100-per-cent satellite coverage of the country 
and has built the world’s fastest, all-optical Internet backbone to connect 
its major research universities and colleges. 
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Funding was provided in Budget 1998 for computers and Internet access 
in communities, schools and libraries through SchoolNet and the Community 
Access Program. The Government is committed to building on these 
strengths and to ensuring that Canadians have access to the Internet. 


The 2000 budget provided initial two-year funding for a new 
Government On-Line strategy. In this budget the Government is providing 
$600 million over the next four years to implement the Government On-Line 
strategy by 2005. It is also providing resources to modernize the information 
management and information technology infrastructure of a number of 
government departments and agencies. 


The Government is also providing $110 million of funding to build 
CA *net 4, a new generation of Internet broadband network architecture 
that will link all research-intensive institutions, including many 
community colleges. 


Table 6.2 
Increased Funding for Research and Technology in Previous Budgets 


1998- 1999- 2000- 2001- 2002- 
1999 2000 2001 2002 2003 


(millions of dollars) 


Canada Foundation for Innovation! 30 120 180 300 480 
Genome Canada! 31 36 
Canada Research Chairs 60 120 180 
Medical Research Council/Canadian 

Institutes of Health Research 4O Le 145 OLE BES 
Natural Sciences and 

Engineering Research Council al ae 118 118 118 
Social Sciences and Humanities 

Research Council 9 26 38 58 58 
Networks of Excellence 30 30 30 30 
National Research Council of Canada 50 44 90 106 100 
Atlantic Innovation Fund 23 68 
Canadian Space Agency 41 Ge2 Zot 250 
Biotechnology research and regulation 1S 45 50 5S 
Government On-Line 80 200 
Technology Partnerships Canada 140 190 190 190 190 
Connectedness? 60 97 Mae G2 
Total 400 746 12454 lef S9 1,820 


' Amounts shown represent actual or anticipated spending by not-for-profit entities in which the Government 
has invested in previous budgets. 


2 Includes SchoolNet, the Community Access Program, Smart Communities and Geo Connections. 
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Looking ahead, as indicated in the Speech from the Throne, the 
Government will work with Canadian industry, the provinces, communities 
and the public on private sector solutions to further broadband Internet 
coverage in Canada, particularly for rural and remote areas. More planning 
is required to properly achieve the Government’s commitment, particularly 
given rapidly changing technology; as a consequence, the Government will 
shift its target to the end of 2005. In looking at possible outcomes, it is the 
Government’s expectation that the best approach could very well be to 
expand the highly successful SchoolNet and Community Access Program to 
ensure broadband access. Therefore, not only is the Government extending 
the current SchoolNet and Community Access Program to 2003-04 at an 
annual cost of $40 million, it is also setting aside $35 million a year for 
three years thereafter to support such broadband expansion. 


Investing in Strategic Infrastructure 
and the Environment 


Infrastructure Investment 


The modern economy of the 21°t century requires a backbone of sound 
physical infrastructure to sustain the nation’s growth and our quality of life. 
Whether it be highways, urban transit or fishing harbours, Canada must 
have the physical infrastructure it needs to succeed. Investments in 
infrastructure will stimulate job creation and confidence in the short term 
and make the economy more productive and competitive in the long term. 


Previous budgets have allocated funding to improve provincial and 
municipal infrastructure, including green infrastructure, highways and 
affordable housing. Budget 2000 introduced both the Infrastructure 
Canada Program and the Strategic Highway Infrastructure Program. 


The Infrastructure Canada Program received $2.05 billion over six years 
(2000-01 to 2005-06). When combined with the contributions of the other 
partners, it will generate at least $6 billion in new investment in municipal 
infrastructure, typically small projects. So far more than 800 projects worth 
about $1 billion have been approved for funding. The program is expected 
to provide significant stimulus to the economy in 2002-03. The Strategic 
Highway Infrastructure Program will provide $600 million for highway 
infrastructure, providing stimulus to the economy in 2002-03. Budget 2001 
builds on these initiatives. 
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Strategic Infrastructure Foundation 


The federal government recognizes the need for additional support for 
large strategic infrastructure projects. Such projects span a range of areas, 
including highways, urban transportation, convention centres and sewage 
treatment. These projects can bring lasting economic and social benefits 
while providing both stimulus and long-term productivity benefits. In many 
cases, the private sector is willing to contribute needed capital and bear 
much of the project risk. 


To address these needs, the federal government is announcing the 
creation of the Strategic Infrastructure Foundation. This budget commits 
a minimum federal contribution of $2 billion to the Foundation, with an 
initial allocation from this year’s surplus funds at year-end. Working with 
provincial and municipal governments, the Foundation will provide 
cost-shared assistance to large infrastructure projects and will give 
special consideration to public-private partnerships. 


The Foundation will be at arm’s length from the federal government. 
Its board of directors will be responsible for assessing projects and making 
spending decisions. 


Affordable Housing 


There are shortages of affordable rental housing in many of Canada’s urban 
regions. Construction of rental housing has not been a priority for builders. 
This, combined with growing urban populations, has pushed vacancy rates 
down to very low levels and has driven costs beyond the reach of many 
Canadians. There are also particular problems with housing in remote areas. 


To help address these problems, this budget confirms a contribution of 
$680 million over five years to a capital grants program. Funding will be 
available to provinces and territories that are prepared to match federal 
contributions. The Minister responsible for the Canada Mortgage and 
Housing Corporation has concluded a framework agreement with provincial 
and territorial ministers responsible for housing, with a view to concluding 
bilateral cost-sharing agreements as soon as possible. 


Critical Government Capital 


In the 2000 budget $200 million per year over five years was earmarked 
to address safety and health concerns within the federal government’s own 
infrastructure. During the course of 2001 additional funding requirements 
were identified to address health and safety in the maintenance of veterans 
hospitals, government laboratories and small craft harbours. An additional 
$236 million has been allocated to address these concerns, including 

$20 million a year for infrastructure repairs to active fishing harbours. 
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Border Infrastructure 


Budget 2001 provides $600 million over the next five years towards a new 
border infrastructure program. Under this program, the Government will 
seek to partner with the provinces, municipalities and private sector, and 
will help finance improvements to infrastructure at or near the border. The 
federal government also intends to work with the United States to ensure a 
co-ordinated approach towards border infrastructure. Projects supported by 
this program could include new or improved highway access for border 
crossings; processing centres for commercial vehicles to speed up clearance 
times; and “soft infrastructure” such as intelligent transportation systems. 


Federal Government Support for Physical Infrastructure 


® Funded in Budget 2000, the $2.05-billion Infrastructure Canada Program 
finances typically smaller-scale municipal infrastructure projects over the next 
five years. 


@ A further $600-million Strategic Highway Infrastructure Program was funded 
in Budget 2000 to improve highway infrastructure. 


@ The Green Municipal Enabling Fund and the Green Municipal Investment 

Fund were created in 2000 to support energy and water efficiency projects. 

They were provided with initial endowments of $25 million and $100 million 
respectively. Amounts under these funds managed by the Federation of Canadian 
Municipalities are being doubled in this budget. 


™ This budget provides $600 million to fund a new border infrastructure program. 
The program will help ensure that sufficient infrastructure capacity is in place to 
assist trade at our major border crossings. 


™ The Strategic Infrastructure Foundation is being created in this budget. With 
a minimum federal contribution of $2 billion, the Foundation will assist large 
infrastructure projects and encourage public-private partnerships. 


Improving Our Environment 


The quality of life of all Canadians is closely tied to preserving and improving 
our natural environment. The Government is committed to continuous 
environmental improvement. Budget 2001 includes new spending and tax 
measures intended to ensure continued progress toward a cleaner and 
healthier environment. 
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Helping Communities Improve the Environment 


This budget further bolsters support for communities — both urban and 
rural — that actively contribute toward a healthier environment. Launched 
last year and administered by the Federation of Canadian Municipalities, 
the Green Municipal Enabling Fund and the Green Municipal Investment 
Fund have been effective in stimulating community-based feasibility work 
and investments in more than 100 projects that improve the environment. 


Projects involving a wide range of partners are underway across the 
country in areas such as energy and water savings, community energy 
systems, urban transit, waste diversion and renewable energy. This budget 
doubles the Green Municipal Enabling Fund and the Green Municipal 
Investment Fund, at a cost of $25 million and $100 million respectively in 
the current fiscal year. 


New Production Incentive for Renewable Energy 


As part of the Government’s commitment to encourage renewable energy 
production in Canada, this budget proposes a new production incentive for 
electricity produced from qualifying wind energy projects. An initial incentive 
payment of 1.2 cents per kilowatt-hour of production, gradually declining to 
0.8 cents per kilowatt-hour of production, will be introduced for eligible 
projects commissioned after March 31, 2002, and before April 1, 2007. 


The incentive will be available for the first 10 years of production and 
will help to provide a long-term stable revenue source. This will result in 
more investment in wind energy projects in all regions of Canada, which will 
help address climate change and improve air quality. Provincial and territorial 
governments are encouraged to provide additional support for these wind 
energy investments. 


The cost of this 15-year program is up to $260 million. Preliminary 
details will be announced shortly by the Minister of Natural Resources and, 
following consultations, final program details including eligibility criteria 
will be announced before April 1, 2002. 


Improving Tax Incentives for Renewable Energy and Energy Efficiency 


The budget also proposes to broaden eligibility for the income tax incentives 
that apply to renewable energy and certain energy efficiency projects. 
Currently eligible projects qualify for accelerated capital cost allowance 
(CCA) treatment in Class 43.1. The definition of a small hydroelectric 
project in Class 43.1 will be expanded from projects with an annual average 
generating capacity of up to 15 megawatts (MW) to projects with a 
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maximum annual rated capacity of up to SOMW. In addition, the class will 
be broadened to include equipment used to generate electricity from 

“blast furnace gas.” Finally, because of rapid changes in technology in this 
area, the Government intends to consult with industry to determine whether 
additional improvements are required for this CCA class. The estimated 
cost of this measure is $5 million a year. 


Promoting Sustainable Woodlot Management 


Currently commercial woodlot owners are subject to income tax when 

they transfer their woodlots to their children. As a result, woodlots may have 
to be harvested prematurely to generate the revenues required to pay the tax 
on the transfer. This can be detrimental to the sound management of this 
resource. The budget proposes to ensure that the existing intergenerational 
tax-deferred rollover for farm property is available for transfers of 
commercial woodlots after December 10, 2001, where they are operated 

in accordance with a prescribed forest management plan. The estimated cost 
of this measure is $10 million a year. 


Recent Federal Initiatives in Support of the Environment 


@ An initial $100 million for the Sustainable Development Technology Fund 
to stimulate the development and demonstration of promising new 
environmental technologies. 


® Acontribution of $60 million to the Canadian Foundation for Climate and 
Atmospheric Sciences to support academic research on climate change and 
air pollution. 


m™ $150 million to renew the Climate Change Action Fund and $60 million for 
energy efficiency and renewable energy programs to lay the foundation for future 
greenhouse gas emission reductions by facilitating the development of 
technologies and supporting energy efficiency and renewable energy projects. 


# $90 million allocated for the National Strategy on Species at Risk to we 
support habitat stewardship programs and other species protection activities. 


™ Other federal initiatives already in place include special tax provisions 

for renewable energy projects and the federal government's green power 
procurement commitment, which currently provides a premium payment 

for renewable energy purchased to meet federal government requirements. a 
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Aboriginal Children 


The early years in children’s lives are critical to their growth and well-being 
and lay the foundation for their future participation in learning, work and 
other endeavours. 


Looking ahead, as the Speech from the Throne sets out, it is the 
well-being of Aboriginal children today that will make possible stronger 
First Nations communities in the future. This is why, in doing things 
differently, the Government undertook to improve and expand programs 
that support early childhood development, to reduce the number of 
newborns affected by fetal alcohol syndrome, and to do more to meet the 
special needs some Aboriginal children have in school. 


Early Childhood Development 


Last year the federal government and the provincial and territorial 
governments reached a landmark agreement to foster and report on early 
childhood development across Canada. In support of this undertaking, 
the federal government agreed to transfer $2.2 billion over five years to 
provincial and territorial governments to help them in augmenting their 
support for young children and their families. 


Most provinces and territories have announced how they will use the 
new federal funding. Through various initiatives, all will reach out to families 
with young children who have special needs, including Aboriginal families. 


To complement this initiative with the provinces and territories, this 
budget builds on federal programs that support early childhood development, 
with a particular focus on First Nations children on reserves. Over the next 
two years an additional $100 million will be provided to enhance programs 
such as child care and head start. 


To ensure that these investments are making a difference in the lives 
of children, new measures will be developed to assess the effectiveness 
of programs. 


Fetal Alcohol Syndrome 


As part of last year’s agreement to foster early childhood development, 
provinces — those in western Canada in particular — will include measures 
to reduce the incidence of fetal alcohol syndrome. This budget provides 
additional funding to intensify efforts on reserves to reduce this syndrome 
and its effects. Funding will be increased tenfold, by $25 million over the 
next two years. 
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Special Education 


Some children face special learning challenges in school because of physical, 
emotional or developmental barriers to learning. This can include the 
ongoing impacts of fetal alcohol syndrome and fetal alcohol effects. To 
support children living on reserve who have special needs at school, funding 
will be increased by $60 million over the next two years. 


Furthering International Assistance 


Canadians have not lost sight of their obligation to help the less fortunate 
peoples of the world. As indicated in the Speech from the Throne, the 
long-term well-being of Canada and Canadians depends on success in 
improving global human security, prosperity and development. 


Africa Fund 


At the G-8 Summit in Genoa, African leaders presented their proposal 

for a New Partnership for Africa’s Development, and G-8 leaders pledged 
to support this initiative. The Prime Minister has since restated his 
commitment that development in Africa will be one of the principal themes 
of the G-8 Summit that Canada will host in Kananaskis in June 2002. 

In recognition of this commitment, Canada will establish a trust fund 
to enable it to work in partnership with African countries, as well as with 
other donor countries and the international development institutions, to 
promote sustainable development in Africa. The Government is committing 
$500 million to this trust fund, with an initial allocation from this year’s 
surplus funds at year-end. 


Humanitarian and Reconstruction Assistance in Afghanistan 


To assist with the humanitarian emergency in Afghanistan and in 
surrounding countries, where there are significant numbers of Afghan 
refugees, Canada will increase the International Assistance Envelope in 
the current fiscal year by $100 million. 


Other International Assistance 


In addition, Canada will prepay its obligations to United Nations aid 
agencies and to the Poverty Reduction and Growth Facility at the 
International Monetary Fund. In fiscal year 2002-03 this measure will 
free up $115 million from the International Assistance Envelope that 
can be used to promote development in impoverished countries. 

In addition, the Government will increase the International Assistance 
Envelope by $285 million in fiscal year 2003-04. 

Taken together, these measures provide $1 billion for international 
assistance over three years. 
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Recent. Federal International Development Assistance Initiatives 


Increases in the International Assistance Envelope 


@ In the 1998 and 1999 budgets Canada provided one-time increases in the 
International Assistance Envelope of $90 million and $237 million respectively. 


@ Inthe February 1999 budget, as part of the Government’s strategy to 
address global environmental problems, funds were provided to cover Canada’s 
contribution to the Prototype Carbon Fund administered by the World Bank. 

As well, direct assistance to developing countries and economies in transition 
was increased to help build capacity to reduce and eliminate their releases of 
persistent organic pollutants. 


@ In the February 2000 budget the Government increased the International 
Assistance Envelope by $435 million over the 2000-01 to 2002-03 period. 
A further $100 million was provided in the February 2000 budget to assist 
developing countries with climate change initiatives over the same period. 


@ Subsequently, late in 2000-01 a further $148 million was provided to prepay 
Canadian obligations to international development agencies and to help Caribbean 
countries upgrade their systems of financial regulation and supervision. 


Support for Debt Reduction 


@ In the 2000 budget the Government contributed $175 million to the multilateral 
trust funds of the World Bank and International Monetary Fund that provide debt 
relief to the world’s poorest and most heavily indebted countries. In 2000-01 
Canada provided a further $15 million to support the write-down of debts owed 

by these countries to the Central American Bank of Economic Integration. 


@ In January 2001 Canada instituted a moratorium on debt service payments 
from reforming heavily indebted poor countries that are able to use debt relief 
savings productively. 


™@ Canada has forgiven $1.3 billion of Official Development Assistance (ODA) 

debt and since 1986 has been providing assistance to developing countries solely 
in the form of grants. In October 2001 Canada announced that it would convert 
$447 million of outstanding ODA debt owed by Pakistan to funds to be used for 
health and education in that country. 
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Looking Ahead 


The strategic investments in this budget form part of the Government’s 
long-term plan, as set out in the Speech from the Throne, to build a strong 
economy and secure society and improve the quality of life for Canadians. 
Over the course of its mandate the Government will continue to invest 

in this plan. 


Ingenuity and innovation will be key to building a world-leading 
economy in the 21% century. This in turn will require the top talent, the 
best minds, a culture of innovation and entrepreneurship, and a new 
generation of leaders with a global perspective. Looking ahead, Canada 
will do more to attract and nurture its share of tomorrow’s leaders. 
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In this context, the Government will continue to consult with Canadians on 
innovation and skills and learning in the pursuit of its plan. 


In the Speech from the Throne, the Government committed to the 
reforms needed to modernize the Public Service of Canada. Looking forward, 
the Government will implement its human resource modernization strategy 
to help ensure an innovative and dynamic public service. 


A prosperous and growing agriculture and agri-food sector is vital to 
Canada’s economic health. Agriculture and agri-food is a $130-billion 
industry, a major source of jobs for Canadians, and a major contributor to 
the nation’s trade surplus. That is why the Government of Canada is working 
with all provinces and territories, the sector, and Canadian consumers to 
develop and implement a new, integrated and financially sustainable 
architecture for agricultural policy for the 21%t century. The Government of 
Canada is committed to providing its share of the predictable and long-term 
funding needed to support this approach. This new architecture will brand 
Canada as a world leader in food safety, innovation and environmentally 
responsible agricultural production. Governments, industry and consumers 
working together will shift the agriculture sector fundamentally towards 
prudent investment, greater self-sufficiency and global leadership. 


The effective transformation of agriculture — moving beyond year-to-year 
crisis management — and the renewal of Canada’s rural economy will require, 
among other things, the best possible utilization of our fundamental soil 
and water resources. For both economic and environmental reasons, the 
Minister of Agriculture and Agri-Food and the Minister of Natural Resources 
will examine affordable ways to encourage more of Canada’s land base to 
be dedicated to permanent and/or conservation cover crops, agro-forestry 
and tree plantations. 


The Government is committed to working with Canadians for the 
long-term prosperity of all regions of the country. In this regard, it looks 
forward to receiving the follow-up to Catching Tomorrow's Wave which 
had a positive influence on government regional development strategy as it 
applies to Atlantic Canada. Canada’s rural communities, along with their 
urban counterparts, contribute significantly to the wealth and prosperity 
of our nation. But they also face unique challenges: geography, distance from 
markets, a small population base and reliance on primary sector industries 
vulnerable to sharp cyclical downturns. The Government intends to work 
with rural communities, their citizens, and stakeholders to develop local 
solutions to these challenges. 
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Finally, as noted above, a key element of the Government’s long-term 
plan to encourage economic growth and job creation throughout Canada is 
its tax reduction plan. As part of that plan, the general corporate income tax 
rate is being reduced. In this regard, the Government has engaged in 
extensive consultations on means to extend the lower corporate tax rate to 
resource income while at the same time improving the tax structure for this 
important sector. These consultations are continuing. 


Table 6.3 
Strategic Investments: Bridging to the Future 


2001- 2002- 2003- 
2002 2003 2004 


(millions of dollars) 


Investing in health 


Canadian Institute for Health Information 95 
Health data for First Nations PENS DS: 
Canadian Institutes of Health Research Tas. Tes. 
Genome science research 10 
Total 105 TS TS) 


Investing in skills, learning and research 
Skills and learning 


Sector councils 12 WZ 
Canada Study Grants for persons with disabilities 10 10 
Apprentice training ine he 
Apprentice vehicle mechanics’ tools deduction 5 10 
Adult basic education — tax deduction for 
tuition assistance 10 5) @) 
Extending the education tax credit 10 20 
Official languages 10 5 5 
Youth entrepreneurship 14 
Research 
Indirect research costs 200 
Natural Sciences and Engineering Research Council/ 
Social Sciences and Humanities Research Council 46 46 
Canadian Institute for Advanced Research PRS 
National Research Council of Canada 30 40 40 
Connecting Canadians to information and knowledge 
CA*net 4 4210 
SchoolNet 10 10 10 
Community Access Program 30 30 30 
Government On-Line 150 150 
Total 439 338 353 
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Table 6.3 
Strategic Investments: Bridging to the Future (cont’d) 


2001- 2002- 2003- 
2002 2003 2004 


(millions of dollars) 


Investing in strategic infrastructure and the environment 


Affordable housing 85 170 

Strategic Infrastructure Foundation Commitment of at least $2 billion 

Critical government capital 82 95 59 

Green Municipal Investment Fund 100 

Green Municipal Enabling Fund 25 

Production incentive for renewable energy 1 5 

Improving tax incentives for renewable energy 

and energy efficiency S 6) 

Promoting sustainable woodlot management 5 10 

Total 207 194 249 
Aboriginal children 

Special education 30 30 

Early childhood development 50 50 

Fetal alcohol syndrome/effects 10 ihe: 

Total 90 95 
International Assistance 

Africa Fund Commitment of $500 million 

Afghanistan assistance 100 

Other international assistance v5 285 _ 

Total e2i[te) 285 
Total 966 697 1,060 
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Fiscal Management 
in Uncertain Times 
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“Managing an economy through tough times means striking the right 
balance. This budget does that.... It builds on the strong fundamentals 
Canadians have worked so hard to achieve.” 


Finance Minister Paul Martin 
2001 budget speech 


Highlights 


This budget projects balanced budgets or better for 2001-02 
and for each of the next two fiscal years. 


The global economic outlook remains uncertain. However, even 
using the average of the four most pessimistic private sector 
forecasts, balanced budgets are still projected for each year of 
the budget plan. 


Program spending is projected to increase by 9.4 per cent in 
2001-02. Over three-quarters of this increase is due to higher 
cash transfers to the provinces and territories for health care, 
funding to enhance security, and higher employment insurance (El) 
and elderly benefits. 


Budgetary revenues are projected to decline in 2001-02, 
reflecting the impact of the second year of the Government’s 

tax reduction plan, the six-month deferral of monthly corporate tax 
instalment payments for small businesses, and the weakness 

in the economy. 


The debt-to-GDP (gross domestic product) ratio is expected to fall 
to under 50 per cent in 2002-03, its lowest level in 17 years. 
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m The unforeseen circumstances of both the global economic 
slowdown and the terrorist attacks of September 11 have 
created exceptional fiscal pressures. As a result, the Government 
will use the economic prudence and part of the Contingency 
Reserve for each year of the budget plan. The Contingency 
Reserve is set at $1.5 billion for 2001-02, rising to $2.0 billion 
in 2002-03 and $2.5 billion in 2003-04. It is the Government’s 
intention to rebuild the normal Contingency Reserve and economic 
prudence as soon as possible. 


m In good economic times the Government paid down a substantial 
amount of debt — $35.8 billion in the last four years. Given the 
current economic weakness, it has decided not to pay down any 
debt this year. Any surplus at the end of fiscal year 2001-02 will 
be dedicated to the Strategic Infrastructure Foundation and the 
Africa Fund. 
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Introduction 


@ This chapter provides a full and detailed accounting of the federal 
government’s finances by incorporating into the private sector 
fiscal projections: 


~— the impact of the changes in the economic outlook since the 
October 2001 survey of private sector forecasts; and 


— the impact of the spending and revenue measures proposed 
in this budget. 


@ Although private sector economists believe five-year fiscal projections 

are important for planning purposes and public discussion, they are of the 
view that budget decisions should be made within a rolling two-year horizon. 
This is because of the uncertainty inherent in long-term economic and fiscal 
projections. The Government agrees with this approach. 


@ This rolling two-year approach to budgeting, first introduced in the 
1994 budget, has served Canadians well. The federal deficit, which stood 
at $42 billion in 1993-94, was eliminated in just 4 years, putting an end to 
more than 25 years of uninterrupted deficits. Surpluses have been recorded 
in each of the last 4 years, resulting in a paydown of net public debt of 
almost $36 billion. 
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Revised Economic Outlook 


The five-year fiscal projections described in Chapter 4 are based on the 
October 2001 Department of Finance survey of private sector economic 
forecasts. Since that survey there have been a number of economic 
developments in both Canada and the U.S. The Department of Finance 
consulted the private sector economists again in early December to 
obtain their views on the adjustments required as a result of these 
developments. The revised economic assumptions in the table below 
reflect these consultations. 


Table 7.1 
Budget 2001 Economic Assumptions 
2001 2002 2003 
(per cent) 
Real GDP growth 
October 2001 private sector survey 125 125 3.9 
Budget 2001 Hee iba 3.9 
GDP inflation 
October 2001 private sector survey EAS 6 1.9 
Budget 2001 1.3 0.2 1.9 
Nominal GDP growth 
October 2001 private sector survey 4.1 oi 5.9 
Budget 2001 2.6 1:3 5.9 
3-month Treasury bill rate 
October 2001 private sector survey 4.0 Giz 47 
Budget 2001 3.8 2.4 4.0 
10-year government bond rate 
October 2001 private sector survey 5:5 5.0 5.9 
Budget 2001 Be 55 5.9 


m@ Private sector real GDP growth forecasts for Canada have been revised 
to an average of 1.3 per cent in 2001 and 1.1 per cent in 2002, down from 
1.5 per cent in both years in the October survey. However, the economists 
still expect growth to pick up by mid-2002, leaving real GDP growth 
unchanged at 3.9 per cent in 2003. 


™ GDP inflation has also been revised downwards, with the result that 
nominal income, the applicable tax base for federal government revenues, is 
now expected to increase by 2.6 per cent in 2001 and 1.3 per cent in 2002, 
substantially less than in the October 2001 survey. 

m™ Accompanying this weaker nominal GDP growth are substantially lower 
short-term interest rates. Private sector forecasters now expect short-term 
interest rates to average 2.4 per cent in 2002 and 4.0 per cent in 2003. 
Expectations for 10-year government bonds remain unchanged relative to 
the October survey. 
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Implications of the Revised Economic Outlook 


for the 2001 Budget Fiscal Projections 


The lower outlook for both nominal GDP growth and short-term 
interest rates has differing impacts on the private sector projections of 


the fiscal surplus. 


2002- 2003- 


Table 7.2 

Budget 2001: Fiscal Outlook Before Measures Proposed in 2001 Budget 
2001- 
2002 


2003 2004 


October 2001 private sector survey 


(billions of dollars) 


Budgetary surplus: private sector average (aes 3:8 Sof 
Impact of recent economic developments’ 
Budgetary revenues 
Personal income tax revenues -0.5 -0.4 -0.3 
Corporate income tax revenues -1.0 “2.5 =1.6 
Other revenues -0.1 -0.3 -0.3 
Program spending Or 0.1 0.1 
Public debt charges 0:3 1.4 pal 
Net impact -1.1 -1.7 -1.0 
Budgetary surplus before 2001 budget measures 6.2 2 4.8 


Note: Numbers may not add due to rounding. 


1 A negative number implies a deterioration in the fiscal balance while a positive number implies 


an improvement. 


@ Financial results for the first six months of 2001-02 were used in 
deriving the October private sector fiscal projections. The monthly results 
already reflected much of the economic weakness confirmed by the release 
of the third-quarter National Accounts results, especially the impact of lower 
corporate profits on corporate income tax revenues. As a result, some of the 
deterioration in the fiscal outlook was already reflected in the October 


private sector fiscal projections. 
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m The revisions to the economic outlook are estimated to reduce the 
projected budgetary surplus by $1.1 billion in 2001-02, $1.7 billion in 
2002-03 and $1.0 billion in 2003-04. Most of this deterioration results from 
lower corporate income tax revenues. Personal income tax revenues and 
other revenues, primarily excise taxes and duties, are also expected to be 
somewhat lower. In contrast, the outlook for lower short-term interest rates 
results in significantly lower public debt charges, especially in 2002-03 and 
2003-04. In addition, program spending is slightly lower, reflecting the fact 
that fiscal transfers are assumed to grow in line with the growth in 

nominal GDP. 


@ Asa result, the adjusted projections of the budgetary surplus, before 
taking into account the fiscal impact of the measures proposed in the 2001 
budget, are $6.2 billion for 2001-02, $2.1 billion for 2002-03 and 

$4.8 billion for 2003-04. 
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Spending and Revenue Initiatives 
Proposed in the 2001 Budget 


Table 7.3 presents the fiscal impact of the spending and revenue initiatives 
proposed in the 2001 budget. The net cost of the proposed actions is 

$4.7 billion in 2001-02, $111 million in 2002-03 and $2.3 billion 

in 2003-04. 


Table 7.3 

Spending and Revenue Initiatives Proposed in the 2001 Budget 
2001 - 2002- 2003- 
2002 2003 2004 


(millions of dollars) 
Spending initiatives proposed in this budget 


Enhancing security for Canadians 


Security 1,067 55 WE 1,236 
Secure, open. and more efficient 

Canada-U.S. border 72 306 260 
Total 1,139 1,923 1,496 

Bridging to the future 

Investing in health 105 78 78 
Investing in skills, learning and research 429 318 318 
Strategic infrastucture and the environment 207 181 234 


Strategic Infrastructure Foundation: 
minimum commitment of $2 billion 


Aboriginal children 90 95 

International assistance ZO 285 

Africa Fund: commitment of $500 million 

Total 956 667 1,010 
Departmental operations 569 361 198 
Total spending initiatives 2,664 2,551 2,703 


Revenue and cost recovery initiatives proposed 
in this budget . 
Deferral of corporate income tax instalments 


for small businesses -2,000 2,000 
Tax expenditures: 

Investing in skills, learning and research -10 -20 -35 
Investing in strategic infrastructure and 

the environment -10 -15 

Construction work camps -10 -10 

Air Travellers Security Charge 430 445 

Cost recovery 50 50 

Total -2,010 2,440 435 

Total spending, revenue and cost recovery initiatives 4,674 111 2,268 
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Spending and Revenue Initiatives 
Proposed in the 2001 Budget (cont’d) 


Spending Initiatives 


Enhancing Security for Canadians 


m= A number of initiatives have been taken in the aftermath of the 
September 11* terrorist attacks to enhance security for Canadians and make 
the Canada-U.S. border more open and efficient. These amount to 

$1.1 billion in 2001-02 and $1.5 billion in each of the next two fiscal years. 


Bridging to the Future 


m™ Funding has been provided for strategic investments in the areas of 
health; skills, learning and research; strategic infrastructure and the 
environment; Aboriginal children; and international assistance. These 
amount to $1.0 billion in 2001-02, $0.7 billion in 2002-03 and $1.0 billion 
in 2003-04. 


Funding Commitments to the Strategic Infrastructure Foundation 
and Africa Fund 


@ The Government proposes to establish the Strategic Infrastructure 
Foundation, with a minimum funding commitment of $2 billion, and the 
Africa Fund, with a commitment of $500 million. 


— The amounts to be transferred in 2001-02 will depend on the final 
outcome of the budgetary surplus for this year. 


— Any surplus in 2001-02 will be transferred to honour the 
Government’s commitments. This will be done through legislation and 
charged to the current fiscal year. 


— Should the available surplus at year-end not be sufficient to fully 
finance these commitments in 2001-02, funding will be made available 
in future years, depending on the fiscal flexibility at that time. 


Government Operations 


m@ Inthe February 2000 budget some federal departments and agencies 
received incremental funding in areas that were regarded as essential to the 
health and safety of Canadians or critical to the sustainability of high-quality 
public services. This was based on a major review by the Treasury Board 
Secretariat of the Government’s capacity to deliver existing programs. 

In this budget some additional funding has been provided including 

funding associated with the hosting of major international summits in 

2001 and 2002 such as the G-8 Summit and, this year, funding to support 
the Vancouver-Whistler 2010 Olympic bid. 
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Spending and Revenue Initiatives 
Proposed in the 2001 Budget (cont'd) 


Revenue and Cost Recovery Initiatives 


Measures to Assist Small Businesses 


@ The budget proposes that small businesses be able to defer for six months 
payments of their corporate income tax instalments for the months of 
January, February and March 2002, without payment of interest or the 
assessment of penalties. This deferral will provide an interest-free cash flow 
benefit to small companies for a six-month period. All corporations with 
taxable capital that does not exceed $15 million will qualify for this deferral. 


m@ This deferral reduces federal corporate income tax revenues by $2 billion 
in 2001-02 and increases them by a similar amount in 2002-03. 


Tax Expenditures 


@ This budget proposes a number of tax expenditures. These include an 
apprentice vehicle mechanics’ tools tax deduction; a tax deduction for tuition 
assistance for adult basic education; the extension of the education tax credit; 
improved tax incentives for renewable energy and energy efficiency; 
promotion of sustainable woodlot management; and changes to the 
deductibility of meal costs at construction work camps. 


Air Travellers Security Charge 


@ ‘To fund the new air security expenditures, the Government proposes to 
introduce an Air Travellers Security Charge, effective April 1, 2002. This 
charge will be paid by air travellers — the primary users of the enhanced 
security measures. 


m This charge is estimated to result in revenues of $430 million in 2002-03 
and $445 million in 2003-04. Over the next five years the charge is expected 
to generate revenue that will be roughly equivalent to the new air security 
expenditures. The rate of the charge will be reviewed over time to maintain 
revenues in line with these expenditures. 


Cost Recovery Measures 


@ Cost recovery measures directly related to enhancing security are also 
being proposed in this budget. These fees offset the costs of the new fraud- 
resistant Permanent Resident Card and the expedited pre-approved traveller 
pass programs at land border crossings and airports. This is expected to 
generate $50 million in additional revenues in both 2002-03 and 2003-04. 
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Fiscal Outlook: Summary 


Table 7.4 summarizes the impact of the measures proposed in the 2001 
budget on the adjusted fiscal projections. 


Table 7.4 
Budget 2001: Fiscal Outlook 
2001- 2002- 2003- 
2002 2003 2004 
(billions of dollars) 
Budgetary surplus pre-2001 budget measures 6:2 oa 4.8 
Budget 2001 measures 
Spending initiatives -2.7 -2.6 -2.7 
Revenue measures -2.0 2.4 0.4 
Net impact -4,7 -0.1 -2.3 
Less: Contingency Reserve 1S 20) hes 
Budgetary balance 0.0 0.0 0.0 


Note: Numbers may not add due to rounding. 


m The net impact of the measures proposed in the 2001 budget reduces the 
adjusted budgetary surplus by $4.7 billion in 2001-02, $0.1 billion in 
2002-03 and $2.3 billion in 2003-04. 

m A Contingency Reserve of $1.5 billion in 2001-02, rising to $2.0 billion 
in 2002-03 and $2.5 billion in 2003-04, has been set aside, with the result 
that balanced budgets or better are projected for each year. 

m™ However, any surplus at the end of fiscal year 2001-02 will be dedicated 
to the proposed $2-billion Strategic Infrastructure Foundation and the 
proposed $500-million Africa Fund. The actual allocation will be made when 
the final results for 2001-02 become available in the fall of 2002. 
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Budget Planning in the Current Environment 


m The size of the Contingency Reserve and economic prudence included in 
this budget is smaller than in previous budgets. Previously the Contingency 
Reserve was set at $3 billion per year, with an additional amount for 
economic prudence. 


™ These amounts were included to cover risks arising from unforeseen 
circumstances, like those being experienced now. 


@ During 2001 the unforeseen circumstances of both the slowdown in the 
global economy and the September 11* terrorist attacks created a high 
degree of uncertainty and exceptional fiscal pressures. 


@ In these circumstances, this budget funds the substantial measures to 
enhance security for Canadians. As well, the Government is making strategic 
investments to support Canadians and the Canadian economy through the 
current period of weakness and uncertainty. These investments are based on 
two criteria: 


— they must be consistent with advancing the Government’s long-term 
plan to build a strong economy and secure society and to improve the 
quality of life for Canadians; and 


— they must fit within the prudent fiscal framework and, where possible, 
provide stimulus during the period of economic weakness and position 
Canada to take advantage of the economic recovery. 


@ Most economists would argue that, given the progress made in restoring 
fiscal health, the Government should not attempt to offset the impact of the 
weakness in the economy on its revenues and spending in the current 
circumstances. Rather, it should allow the “automatic stabilizers” to work. 


@ Therefore, for 2001-02 and for the next two fiscal years, the Government 
will not set aside any economic prudence and will use a portion of the 
Contingency Reserve. 


— For 2001-02 the Contingency Reserve is set at $1.5 billion. It increases 
in each of the next two years — rising to $2.0 billion in 2002-03 and 
$2.5 billion in 2003-04. 


— It is the Government’s intention to rebuild the normal Contingency 
Reserve and economic prudence as soon as possible. 


@ In good economic times the Government has paid down significant 
amounts of debt — $35.8 billion in just four years. Given the current 
economic weakness, debt paydown at this time is not appropriate. Therefore, 
any surplus at the end of fiscal year 2001-02 will be dedicated to honouring 
the Government’s funding commitment to the Strategic Infrastructure 
Foundation and the Africa Fund. 
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Summary Statement of Transactions: 
The Two-Year Planning Horizon 


Balanced budgets or better are projected for 2001-02 and each of the next 
two fiscal years. 


Table 7.5 
Summary Statement of Transactions: Budget 2001 


2000- 2001- 2002- 2003- 
2001 2002-2003) 2004 


(billions of dollars) 


Budgetary transactions 


Budgetary revenues lO: Oren Wil de 14 Oey 
Program spending INOMme 1O0.5 “lobo.” 140i2 
Operating balance HO) AOr. 38.2 40.4 
Public debt charges 421 3972 36.3 38.1 
Less: Contingency Reserve 15 2.0 285 
Budgetary balance 17.1 0.0 0.0 0.0 
Net public debt! 547.4 547.4 547.4 547.4 
Non-budgetary transactions 
Loans, investments and advances -1.f/ -1.9 -1.9 -2.2 
Pensions and other accounts eS e 2 Slee 0.0 2.6 
Other 252 shales 0.9 0.8 
Total 1.8 -1.9 -1.0 tee 
Financial requirements/source 19.0 -1.9 -1.0 lee 
Per cent of GDP 
Budgetary revenues 16S 15:5 15.9 15.5 
Program spending VAS 120) 12.4 ea 
Public debt charges 4.0 3.6 3.3 3.3 
Net public debt! — 51.8 50.5 49.9 47.1 


Note: Numbers may not add due to rounding. 
' Assumes no incremental debt paydown. 


m@ Net financial requirements of $1.9 billion and $1.0 billion are estimated 
for 2001-02 and 2002-03 respectively due to the net requirement of funds 
for non-budgetary transactions. This reflects the one-time transfers of 
applicable pension assets to those Crown corporations setting up their own 
pension plans and borrowings associated with the Government assuming the 
administration of the Canada Student Loans program. The net financial 
requirements in these years can be sourced through the management of the 
Government’s cash balances. A net financial source is again expected 


in 2003-04. 
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Debt Burden Lowest in 17 years 


Based on the adjusted economic forecasts, the debt burden — net public debt 
as a per cent of GDP — is projected to fall from 51.8 per cent in 2000-01 to 
under 50 per cent in 2002-03. This would be the lowest ratio in 17 years. 


Federal Debt-to-GDP Ratio 


per cent 


ISHS Wee isis iSisiv= IS eels IRE Teer eee 1999- 2001- 2003- 
1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 
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Budgetary revenues decline in 2001-02 


Budgetary revenues are projected to decline by $7.3 billion in 2001-02, 
reflecting the impact of the second year of the tax reduction plan, the 

2001 budget proposal to defer monthly income tax instalment payments 
for small businesses, and the weakness in nominal income growth. Most 
of the rebound in 2002-03 is attributable to the deferral of these payments. 
In 2003-04 budgetary revenues are expected to rebound somewhat. 


Table 7.6 
Budgetary Revenues 


2000- 2001- 2002- 2003- 
2001 2002 2003 2004 
(billions of dollars) 
Income tax 
Personal income tax 82.3 80.3 80.0 84.2 
Corporate income tax 28.2 23.6. 25:4 24.6 
Other income tax ales re) 4.1 4.2 
Total income tax VIALS. AO0KRO, 109s Ws 
Employment insurance revenues 18.7 fiom panels Wyo 
Excise taxes/duties 
Goods and services tax 20.0) Phe vil 26.9 28.8 
Customs import duties 28 2.9 2.9 Sal 
Other excise taxes and duties 8.3 8.6 8.9 9.2 
Total 36.1 She 38.8 Aq.1 
Total tax revenues 169.7 “162;9" 165.9" “Try 
Non-tax revenues 8.9 8.4 8.8 9.0 
Total budgetary revenues 178.6 171.3 174.7 180.7 
Per cent of GDP 
Personal income tax fais Vie Hae (eel 
Corporate income tax at Poe 23 2.1 
Employment insurance revenues 1.8 1.6 1.6 es 
Goods and services tax 2.4 4 25 25 
Other excise she ate Nie ‘a 
Tax revenues here iene) 1 14.8 
Non-tax revenues 0.8 0.8 0.8 0.8 
16.9 15.8 15.9 15.5 


Total 
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Increase in program spending in 2001-02 


@ Program spending is expected to increase by $11.2 billion, or 9.4 per 
cent, in 2001-02. Of this increase, over three-quarters, or $8.7 billion, is due 
to the following: 


$3.8 billion in higher cash transfers under the Canada Health and 
Social Transfer (CHST); 


$2.7 billion in higher EI benefits, attributable both to the program 
enhancements announced in previous budgets as well as an increase in 
the number of beneficiaries; 


$1.2 billion in new measures to enhance security for Canadians and to 
ensure a secure, open and efficient border; and 


$1 billion in higher elderly benefits, reflecting a growing number of 
individuals eligible for benefits and higher average benefits, which are 
indexed to inflation. 


™@ Program spending is projected to increase by 4.7 per cent in 2002-03, 
primarily reflecting ongoing increases in major transfers to persons (both 
elderly and EI benefits) and in major transfers to other levels of government, 
primarily CHST cash transfers related to the September 2000 agreements on 
health renewal and early childhood development. In contrast, direct program 
spending is estimated to advance by only 2.6 per cent, in line with the 
projected increase in inflation and the population. 


m@ An increase in program spending of only 2.6 per cent is projected for 
2003-04, as an improving labour market due to the expected rebound in 
economic growth results in lower EI benefits, while the growth in direct 
program spending is projected to remain restrained. 
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Table 7.7 
Program Spending 


SS SS ses snsstesesesees 


2000- 2001- 2002- 2003- . 
2001 2002 2003 2004 


(billions of dollars) 


Major transfers to persons 


Elderly benefits 24S (20:3 26.4 27.4 

Employment insurance benefits 11.4-. 14.4 15.9 10.0 

Relief for Heating Expenses iS) 

Total Sisk HOS 42.3 42.9 
Major transfers to other levels of government 

Canada Health and Social Transfer eee he) 18.6 19.3 

Medical Equipment Fund 1.0 

Fiscal arrangements 124 veh2ee TAS RAS 

Alternative Payments for Standing Programs a2 apes -2.5 -2.6 

Total PLANET | aT ee Zo 29.8 
Direct program spending Oho 640 65.8 Ciao 
Total program spending 119.3 130.5 136.6 140.2 
Per cent of GDP 
Major transfers to persons 

Elderly benefits 213 2.3 2.4 24 

Employment insurance benefits el 1.3 1.5 11 

Total’ 3.5 3.6 3.9 Sit 
Major transfers to other levels of government 

Canada Health and Social Transfer 1.4 AG ae ve 

Fiscal arrangements We en ae ite 

Alternative Payments for Standing Programs 02 702 -0.2 -0.2 

Total pace 2.0 20 2.0 
Direct program spending 5.4 5.9 6.0 5.8 
Total program spending 11.3 12.0 12.4 2a 


1 Includes Relief for Heating Expenses. 
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Sensitivity of the Fiscal Outlook to Economic Shocks 


The fiscal projections are extremely sensitive to changes in economic 
assumptions — particularly to changes in real GDP growth, inflation and 
interest rates. 


Table 7.8 
Sensitivity of Fiscal Outlook to Economic Shocks 


Year 1 Year 2 


(billions of dollars) 
Estimated change in fiscal position from: 


1-per-cent decrease in real GDP growth 


Revenue impact Bile -1.9 

Expenditure impact OS 0.7 

Deterioration in budgetary balance -2.4 -2.6 
1-per-cent decline in GDP inflation 

Revenue impact -1.9 -1.8 

Expenditure impact -0.5 -0:5 

Deterioration in budgetary balance -1.4 -1.3 


100-basis-point decrease in interest rates 


Revenue impact -0.4 -0.5 
Expenditure impact -1.1 -1.9 
Improvement in budgetary balance 0.8 1.4 


Note: Numbers may not add due to rounding. 


m A decrease in the growth of real GDP (through equal reductions in 
employment and productivity) would lead to lower federal government 
revenues through a contraction in various tax bases and an increase in 
spending, primarily due to higher EI benefits. Using the standard sensitivity 
analysis, a 1-per-cent decrease in real GDP for one year would lower the 
budgetary balance by $2.4 billion in the first year and by $2.6 billion in the 
second year. 
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m A 1-per-cent reduction in the growth in nominal GDP resulting solely 
from a one-year decline in the rate of GDP inflation would lower the 
budgetary balance by $1.4 billion in the first year and $1.3 billion in 

year two. Most of the impact would be on budgetary revenues, as wages 
and profits would be lower, as well as the price of goods and services subject 
to sales and excise taxes. The impact on expenditures would be largely 
reflected in those programs that are indexed to inflation, such as elderly 
benefit payments. 


m A sustained 100-basis-point decline in all interest rates would improve 
the budgetary balance by $0.8 billion in the first year, rising to $1.4 billion in 
year two. This improvement comes solely from the reduction in public debt 
charges, which reduces overall budgetary expenditures. Expenditures would 
fall $1.1 billion in the first year and $1.9 billion in year two, as longer-term 
debt matures and is refinanced at the lower rates. Moderating this impact are 
somewhat lower interest earnings on the Government’s interest-bearing 
assets, which are recorded as part of non-tax revenues. 
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Balanced Budgets Even Under Lower Growth Scenarios 


To assess the fiscal impact of differing views on Canada’s economic 
prospects, two alternative scenarios are presented for illustrative purposes: 
the recent International Monetary Fund (IMF) forecast and the average of the 
four most pessimistic economic forecasts in the December survey. 


Table 7.9 
Alternative Economic Assumptions: Lower Growth Scenarios 
2002 2003 
(per cent) 
Real GDP growth 
December 2001 private sector average 1a 3.9 
International Monetary Fund 0.8 3.6 
Average of four most pessimistic private sector forecasts 0.6 3.9 
2002- 2003- 
2003 2004 


(billions of dollars) 


Fiscal impact 


Budget 2001 budgetary surplus (Contingency Reserve) 2.0 PAS 
Estimated change in fiscal position: 
International Monetary Fund -0.7 -1.5 
Four most pessimistic -1.4 -1.6 
Adjusted budgetary balance 
International Monetary Fund ee Nee) 
Four most pessimistic 0.6 0.9 


m The IMF forecasts real GDP growth of 0.8 per cent for 2002 and 

3.6 per cent for 2003, while the average of the four most pessimistic forecasts 
results in real GDP growth of only 0.6 per cent in 2002, with a rebound to 
3.9 per cent in 2003. These forecasts compare to the average of private sector 
forecasts of 1.1 per cent and 3.9 per cent, respectively. 


m Using sensitivity analysis, the IMF economic outlook reduces the 
budgetary surplus to $1.3 billion in 2002-03 and $1.0 billion in 2003-04. 
Using the four most pessimistic growth forecasts, the budgetary surplus is 
reduced to $0.6 billion in 2002-03 and $0.9 billion in 2003-04 


m Under either of these lower-growth scenarios, there are still balanced 
budgets or better in both years. 
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Spending and Tax Relief Since the 1997 Budget 


The following tables present the fiscal impact of spending and tax relief 
initiatives since 1997-98 — the first year a budgetary surplus was recorded. 
They show the various initiatives undertaken in the 1998, 1999 and 2000 
budgets, the 2000 Economic Statement and Budget Update, and the 2001 
budget, as well as cumulative totals. 


Table A1.1 
Spending and Revenue Initiatives: 2001 Budget 


Z00ie 2002- 2003- 
2002 2003 2004 


(millions of dollars) 
Spending initiatives 
Improving the quality of life for Canadians 
and their children 


Health initiatives 182 181 173 
Employment insurance benefits 35 89 89 
New partnerships with Aboriginal peoples 19 123 123 
Crime prevention So 62 ao 
Cultural initiatives 3805 395 196 
International assistance 240 37 O11 
Total 834 887 969 
Making Canada’s economy more competitive 
Investing in skills, learning and research 549 318 318 
Strategic infrastructure and the environment 284 Zao 278 
Total 833 543 596 
Providing essential public services 
Security 1,067 aly’ 1,236 
Maintaining a secure, open and efficient border 72 307 260 
Departmental operations foe 464 318 
Total 1,891 1,997 1,814 
Total spending initiatives 3,558 3,427 3,377 


Tax expenditures and general tax/revenue actions 
Improving the quality of life for Canadians 
and their children 
Donations of certain publicly traded securities 


to charities 70 70 
Tobacco tax increases -275 -440 -440 
Total -275 -370 -370 

Making Canada’s economy more innovative 10 40 60 


Revenue and cost recovery measures 
Deferral of corporate income tax instalments 


for small businesses 2,000 -2,000 
Air Travellers Security Charge -430 -445 
Other cost recovery -50 -50 
Total 2,000 -2,480 -495 
Tax expenditures and general tax/revenue actions 1,735 -2,820 -805 
Total Spending and tax/revenue initiatives 5,297 607 ete 
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Table A1.2 


Spending and Tax Initiatives: 2000 Economic Statement 


2000- 2001 - 2002- 2008- 
2001 2002 2003 2004 
(millions of dollars) 
Spending initiatives 
Improving the quality of life for Canadians 
and their children 
Canada Health and Social Transfer 2,800 3,600 4,300 
Other health initiatives 1,500 200 200 200 
Employment insurance (El) benefits 200 450 500 500 
Relief for Heating Expenses 1,345 
Total 3,045. ° 3,450 4,300 5,000 
Making Canada's economy more competitive 
Canada Foundation for Innovation 500 
Social Sciences and Humanities 
Research Council 20 20 20 
Clean environment 100 100 100 
Total 500 120 120 120 
Total spending initiatives 3,545 3,570 4,420 5,120 
Tax expenditures and general tax actions 
Improving the quality of life for Canadians 
and their children 
Canada Child Tax Benefit 260 Siete) Ses, 
Caregiver credit/disabilities 25 100 110 110 
Total 25 360 465 465 
Making Canada’s economy more competitive 
Education tax credit 10 225 230 240 
Capital.gains inclusion rate 20 1D 485 ite) 
Flow-through shares 3) 35 40 50 
Total 35 435 lise 1,005 
General tax relief and fairness measures 
Personal income tax relief 1,395 5,745 6,380 6,185 
Corporate income tax reductions 160 1,140 1,790 
Reduction in El premium rates! 100 300 oan ; 
Total 1485 6,205 7,520 7;975 
Tax relief 1,555 7,000 8,740 9,445 
Total 5,100 — 10,570 13,160 1 4,565 


1 Assumes employee premium rate of $2.25 for 2001, $2.20 for 2002 and $2.10 for 2003. 
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Table A1.3 
Spending and Tax Initiatives: February 2000 Budget 


1999>" ~2000>" 2001-- = 2002— 2003 
2000 = 2001 2002 2003 2004 


(millions of dollars) 
Spending initiatives 
Improving the quality of life 
for Canadians and their children 
Canada Health and Social Transfer! 2,500 


Support for families with children 607 965 950 
Opportunities for Canadians 

with disabilities 33 37 32 30 
Assisting the homeless 63 235 220 220 16 
Total 2,963 268 o)s onealadive 996 


Making the economy more competitive 
Investing in research and innovation 


Canada Foundation for Innovation 900 
Genome Canada 160 
Other 35 208 278 268 328 
Total 1,095 208 278 268 328 
Promoting environmental technologies 
and practices 235 148 143 159 170 
Strengthening federal, provincial and 
municipal infrastructure 300 Doo) £50 750 
Total 1,330 656 OTN Fledhe egene 
Providing essential public services 
Defence 634 546 550 600 650 
Economic adjustment 661 OMe 500 
Furthering international co-operation age af ie! 155 200 155 
Operating and capital SUS) 1000 834 760 ioe 
Total TOA 267 52,039 91,5605 1 aor 
Total spending initiatives 5,867 3,091 3,873 3,953 3,801 


Tax expenditures and general tax actions 


Improving the quality of life for Canadians 
and their children 


Canada Child Tax Benefit GLO —ottO20) < d350.. 915665 
Making the economy more competitive 
Capital gains inclusion rate 18 135 230 230 
Rollover of capital gains 20 75 15 79 
Taxation of gains on qualifying stock 
options 10 (BS TAS 75 
Total 45 285 380 380 
General tax relief and fairness measures 
Personal income tax relief 200! 4,385" 5615. “6.790 
Corporate income tax reductions -65 250 Sale) 325 
Fairness measures -25 -55 -30 -25 -25 
Reduction in El premium rates? O45 4892. 2.174) 32.980" S750 
Total 320; 4/062 6,779 8,880: 10,870 
Total tax initiatives 320 4,582 8,084 10,610 12,915 
Total spending and tax initiatives 6,186 7,672 141,957 14,563 16,715 


1 The 1999-2000 CHST cash supplement was paid into a third-party trust in 2000-01, on passage of 
authorizing legislation. 


@ Assumes a 10-cent-per-year reduction in employee premium rates for 2001, 2002 and 2003. 
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Table A1.4 
Spending and Tax Initiatives: February 1999 Budget 


1998- 1999- 2000- 2001- 2002- 2003- 
1999 2000 2001 2002 20038 2004 


(millions of dollars) 


Building a secure society 
Strengthening health care 
for Canadians 
Canada Health and 
Social Transfer! 3,500 15,000 2,000: -2;500 2,500 
Other health care initiatives 
Improving health information 


systems 95 28 85 120 120g e220 
Promoting health-related 
research and innovation? 160 SOR en) ou eae eae mene 
First Nations health services 20 CO UO Wig ag 
Preventive ‘and other 
health initiatives 49 104 134 134 £134 
Total 205 “14f =8645 589 . 166955589 
New partnerships with 
Aboriginal peoples 49 144 159 159 £159 
Crime prevention ake: 955 “AZen ~1a8 169; 169 
Furthering international co-operation 187 55 80 80 80 80 
Addressing environmental challenges 12 18 17 ey, iN 17 
Other 
Equalization — technical 
improvements 48 97 145 194. 225 
Official languages in education 70 70 70 70 70 
Parks Canada 35 
Compensation and benefit issues 
in the military lio fom bho dey Ae 
Total 4,002 657 2,075 3,394 3,943 3,974 


Building a strong economy 
Building on the Canadian 
Opportunities Strategy 
Creating knowledge 
Canada Foundation 


for Innovation? 100 
Support for advanced research 16 50 oo 55 55 So 
Disseminating knowledge Zi 42 Zt ae oe 
Commercializing knowledge Tie) s2aete aot las Pai 
Supporting employment 265 265 265 265 265 
Total 116 463 594 664 664 664 
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Table A1.4 


Spending and Tax Initiatives: February 1999 Budget (cont’d) 


1998- 1999- 2000- 2001- 2002- 2003- 
1999 2000 2001 2002 2003 2004 


Economic adjustment 
Canadian Fisheries Adjustment 


(millions of dollars) 


and Restructuring Program 600 355 116 48 
Agriculture Income Disaster 
Assistance Program 600 285 1S 
DEVCO 41 5 21 2a 21 
Total 1,244 645 152 69 21 
Total: building a strong economy 1,357, 1106" 746." foc 685 664 
Total spending initiatives 5,359 1,765 2,821 4,127 4,628 4,638 
Tax expenditures and general 
tax actions 
Building a secure society 
Increase in Canada Child 
Tax Benefit 220 300 300 300 
General tax relief and fairness measures 
Extension of $500 supplement to 
all taxpayers 665 4,110 4,290) 1,499" 13742 
Increase in tax-free income by $175 270 450) 7525 ag ie) rai ts) 
Elimination of 3% surtax 595 995 1,150" 1,329. 1/536 
Tax fairness measures its) phe 310.0) 100 100 
Reduction in 1999 El premiums 30G7 1,260. 1,250 1,250. 1250) 250 
Total 300° 277965 3i830 4.315 4,791 6.343 
Total 300 2,795 4,055 4,615 5,091 5,643 
Total spending and tax initiatives. 5,659 4,560 6,876 8,742 9,718 10,281 


1 CHST supplement in 1998-99 was paid to a third-party trust in 1999-2000 


2 An additional $200 million is being allocated to the Canada Foundation for Innovation. It is expected that 
about half will be used to improve infrastructure for health research. 
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Table A1.5 
Spending and Tax Initiatives: February 1998 Budget 


nn 
1997- 1998- 1999- 2000- 2001- 2002- 2003- 
1998 ~ 1999 ~ 2000 — 2007 2002 2008 2004 


(millions of dollars) 


Canadian Opportunities Strategy 
Canada Millennium Scholarship 


Foundation 2,500 
Canada Study Grants 100 103 Sif 120 120 120 
Increased funding for granting councils 120 sts 150 150 150 150 
Canada Student Loans Program 50 145 150 158 158 158 
Canada Education Savings Grant 267 334 434 499 500 500 
Connecting Canadians to information 
and skills 55 60 70 AS 74S) US 15 
Supporting youth employment 0) es) 100 100 100 100 
Total DISS 647 862 CCS lO25 lh LOCmanmlOS 
Building a secure society 
Increase in CHST cash floor 200 LOOP SOOT SOOM AOR e200 RP ECO® 
Other health initiatives 
National AIDS Strategy A A 4 Ay A A 
Canadian Breast Cancer Initiative if u if ih a it 
Sustaining Canada’s blood system DS 6) Zo 20 25 25 
Hepatitis C 800 
Tobacco Demand Reduction Strategy 10 10 10 10 10 10 
Total 800 113 113 83 83 83 83 
Total (OOO Olsens) Rose. ha 8Cur Zoom aL Ose 


Support for families 
Increased funding for employability 
Assistance for persons 
with disabilities 15 20 20 20 20 20 


New partnership with Aboriginal people 350 126 126 126 126 126 126 
Promoting Canadian culture and sports 43 103 193 153 153 153 153 


Strengthening communities 42 67 67 67 67 67 
Environmental efficiency and innovation 94 94 94 94 94 94 
Furthering international co-operation 90 70 20 20 20 20 20 
Total 483 435 460 460 460 460 460 
Total spending initiatives 4,038 2,110 2,955 3,028 3,065 2,866 2,666 


Tax expenditures and general tax actions 
Canadian Opportunities Strategy 


Credit for interest on student loans 80 130 145 ike 165 165 
Lifelong learning (RRSPs) ale, 40 45 50 55 5 
Part-time education tax credit 

(includes part-time CCED) 29 90 90 90 90 90 
El premium holiday for youth 100 100 
Total 120 360 380 295 310 310 
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Table A1.5 
Spending and Tax Initiatives: February 1998 Budget (cont’d) 
1997- 1998- 1999- 2000- 2001- 2002- 2003- 
1998 1999 2000 2001 2002 2003 £2004 
(millions of dollars) 
Building a secure society 
Deductibility of health/dental 
insurance premiums 90 110 125 Zo Zo 
Caregiver credit 30 120 12s 130 130 130 
Canada Child Tax Benefit 320 750 850 850 850 
Child care expense deduction 20 45 45 45 45 45 
Disability measures S 5 5 5 5 5 
Alternative minimum tax and RRSPs 70 20 20 20 20 20 
Emergency services 5 10 10 10 10 10 
Total 130 SiO WOES Wee Wists  Wyilsis 
General tax relief and fairness measures 
Eliminate surtax for taxpayers 
up to $50,000 AO alts uéses 460 1488 1S 
Tax relief for low-income taxpayers 170 270 815 330 346 346 
Reduction in El premiums 239 G25 125 725 125 WES GZ5 
Tax fairness measures -5 -25 30 SO) 41 41 
Total 285) 600) Bil4o Beas Ais0) 2SIO B2egie 
Total targeted and general tax actions 235 1,850 3,115 3,880 4,000 4,105 4,105 
Total spending and tax actions 4,273 3,960 6,070 6,908 7,065 6,971 6,771 
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Table A1.6 
Summary of Spending and Tax Actions Since 


1997 Budget 


SS SSS ss sete ersten 


1997- 1998- 1999- 2000- 2001- 2002- 2003- Cumulative 
1996 1999 2000 2001 2002 2003 2004 total 
(millions of dollars) 
Spending initiatives 
Building a secure society 
Strengthening 
health care for Canadians 
Canada Health and 
Social Transfer 200 4,400 4,000 2,500 6,200 7,300 8,000 32,600 
Other health 
initiatives 800 368 260 1,947 872 Bie Oe 5,989 
Other 483 697% 1054 3,003 343i" 3484 3/566 1S 
Total 1,483 9,465 5,318 7,450 10,508 11,656 12,488 54,307 
Building a strong economy 
Canadian Opportunities 
Strategy PINES) 163 25829) ¥3069, 45150) 33860 3,918 24) NBS, 
Economic adjustment 1,241 645 162 69 21 21 2,149 
Total PSO ZOOL SAT Ae S221 4219S 88s. 984 23,288 
Providing essential 
public services 1,974 2,167 3,930 4,027 3,853 15,950 
Total spending initiatives 4,038 7,469 10,761 12,837 18,651 19,563 20,224 93,545 
Tax expenditures and 
general tax relief 
Canadian Opportunities 
Strategy 120 360 ACO O25 LOO ommp Oo 4,095 
Building a secure society 
Canada Child Tax Benefit SAO) iO) NSO) Bisley) Zi felais 9,910 
Other 130 290 340 160 65 65 1,050 
General tax relief 880 2,975 8855 17,265 16,730 20,927 67,132 
Tax fairness measures -5 =35 0) 105 -362 -380 -678 
El premium reductions 235 1,025) 25620) WelA67 4449) 49558 4959 21,405 
Total 235 2,150 6,230 14,072 25,434 25,295 29,497 102,913 
Total spending and 
tax initiatives 4,273 9,619 16,991 26,909 44,086 44,858 49,722 196,458 
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Annex 2 


Update on Income Tax Relief 
for Canadians 


THE BUDGET PLAN 2001 


Overview 


In the October 2000 Economic Statement and Budget Update, the federal 
government announced the largest tax cut in Canadian history. 


Canadians are already benefitting from the tax reduction plan. The tax 
cuts are providing significant stimulus to the economy today. They also 
contribute to building a strong economy for the future. The reductions will: 


@ lower the personal income tax burden by 21 per cent on average and 
by 27 per cent for families with children, by 2004-05; and 


H promote jobs, growth, entrepreneurship and innovation by creating a 
Canadian advantage in the taxation of businesses and capital gains 
relative to the U.S. 


As Table A2.1 indicates, these tax cuts will provide about $17 billion in 
tax relief this calendar year and $20 billion in 2002. 


Table A2.1 
Tax Relief in 2001 and 2002 
2001 2002 
(billions of dollars) 
Total Tax Relief 17.3 19.9 
Personal income tax 14.4 iors 
Corporate income tax OKs) 1.4 
Employment insurance 2.4 2.8 


This annex provides an overview of income tax relief in place for 2001, 
as well as information about further tax relief for 2002 and beyond. 
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Tax Relief for 2001 


The Government’s tax reduction plan includes tax relief for individuals 
(see Table A2.4) and measures to encourage job creation, growth, 
entrepreneurship and innovation (see Table A2.5). 


Personal Income Tax Relief 


@ Full indexation of the personal income tax system was restored as 
of January 1, 2000. 


™ Personal income tax rates for all taxpayers were lowered and the 
deficit-reduction surtax was eliminated effective January 1, 2001. 


m@ The Canada Child Tax Benefit (CCTB) was substantially increased to 
help low- and middle-income families with children. 


m™ Additional tax assistance was provided to those who need it most, 
including people with disabilities, and caregivers. 


m™ ‘Tax support for students in post-secondary education was 
substantially increased. 


Measures for Jobs, Growth, Entrepreneurship 
and Innovation 


™ Corporate income tax rate reductions for the highest-taxed sectors, 
such as services, have already begun with a 1-percentage-point reduction, 
bringing the rate for 2001 to 27 per cent. As legislated under the tax 
reduction plan, this rate will be reduced further to 25 per cent in 2002, 
23 per cent in 2003 and 21 per cent in 2004 and subsequent years. 


™@ The corporate tax rate on small business income between $200,000 and 
$300,000 earned by a Canadian-controlled private corporation from an 
active business carried on in Canada was reduced from 28 per cent to 

21 per cent effective January 1, 2001. 

m@ The capital gains inclusion rate for individuals and corporations was cut 
to one-half. As a result, capital gains are typically taxed at a lower rate in 
Canada than in the U.S. 

™ Employees may now defer the income inclusion from exercising certain 
employee stock options in publicly listed corporations until the shares 

are sold. 

™ Individuals may now defer qualifying capital gains on small business 
shares to the extent that the proceeds are reinvested in other eligible 

small business shares. 
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Tax Relief for 2002 and Beyond 


The measures announced in the Government’s tax reduction plan have 
been legislated and will continue to deliver significant tax relief in 2002 
and subsequent years. 


Personal Income Tax Relief 


In 2002 tax filers will continue to benefit from indexation of the tax system 
(see Tables A2.2, A2.3 and A2.6). The indexation factor for 2002 is 

3 per cent. All indexed personal income tax parameters will be adjusted by 
this factor. This will reduce the tax burden for all taxpayers. It will also 
increase the value of benefits for low-income families and individuals 
provided by refundable credits such as the CCTB and the goods and 
services tax credit (GSTC). 


Indexation will raise the income thresholds for all tax brackets in 2002. 
For example: 


@ The amount of income that all individuals can earn annually before 
paying federal income tax will increase by $222 as a result of the basic 
personal amount increasing from $7,412 in 2001 to $7,634 in 2002. 
B For those with taxable income subject to the 22-per-cent rate, the 
threshold will be raised from $30,754 to $31,677, meaning that $923 more 
of their income will be taxed at the lower 16-per-cent rate. 

Indexation also ensures that the value of tax assistance for seniors, people 
with disabilities and caregivers will rise in 2002. 


Table A2.2 shows income thresholds and selected credit amounts as 
indexed for 2002. 
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Table A2.2 


Selected Personal Income Tax Parameters 
a ee eee ee ee eee 


2001 2002 © 
(dollars) 
Basic personal amount 7,412 7,634 
Spousal/equivalent-to-spouse amount 6,293 6,482 
Taxable income at which 22-per-cent bracket begins 30,754 31.6FF 
Taxable income at which 26-per-cent bracket begins 61,509 63,354 
Taxable income at which 29-per-cent bracket begins 100,000 103,000 
Age amount 3,619 3,720 
Disability amount 6,000 6,180 
Disability amount supplement for children with severe disabilities 3,500 3,005 
Caregiver amount 3,500 3,605 
Infirm dependant amount 3,500 3,605 


Note: See Table A2.6 for a complete list of indexed parameters. 


Indexation not only protects Canadians from automatic tax increases 
caused by inflation, it also means that the value of benefits for low-income 
families and individuals, such as the CCTB and the GSTC, will rise in 2002. 


Table A2.3 shows benefit amounts and selected thresholds as indexed 
for 2002. 


Table A2.3 
Canada Child Tax Benefit and Goods and Services Tax Credit Parameters 


July 2001 July 2002 


(dollars) 

Canada Child Tax Benefit 
Maximum benefit 

First child Pyle 2,444 

Second child 21%2 2,238 

Third child 2,097 2,160 
Additional benefit for third and subsequent child(ren) 78 80 
Additional benefit for children under 7 years 221 228 
Goods and services tax credit (GSTC) 
Adult maximum 207 213 
Child maximum 109 12 
Single supplement 109 112 
Phase-in threshold for the single supplement 6,710 6,911 
Family net income at which GSTC begins to phase out 26,941 27,749 


Note: See Table A2.6 for a complete list of indexed parameters. 
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Canadian taxpayers will benefit considerably in 2002 from the 
Government’s tax reduction plan. For instance, relative to what their 
income taxes or benefits would have been without the Government’s tax 
reduction plan: 


m@ A typical two-earner family of four with a combined income of 
$60,000 will pay $1,262 less net federal income tax in 2002 — a savings 
of about 22 per cent. 


m A typical one-earner family of four with $40,000 in income will pay 
$1,311 less net federal income tax in 2002 —a savings of about 40 per cent. 


m™ A typical single parent with one child and $25,000 in income will receive 
additional net benefits of $724 in 2002. 


Beyond 2002 further measures have been legislated to provide tax relief. 
By 2004 these measures will: 


ensure that the basic personal amount, the amount an individual 
can earn tax-free, is at least $8,000; 


— ensure that the spousal amount is at least $6,800; 

— raise the second bracket threshold to at least $35,000; 
— raise the third bracket threshold to at least $70,000; 

— raise the fourth bracket threshold to at least $113,804; 


— raise the amount of family net income at which the National Child 
Benefit supplement is fully phased out and the CCTB base benefit 
phase-out begins to at least $35,000; and 

— reduce the phase-out rate of the base benefit of the CCTB from 
5 per cent to 4 per cent (from 2.5 per cent to 2 per cent for families 
with one child). 


Table A2.4 provides a summary of tax relief measures for individuals 
under the Government’s tax reduction plan. 


Measures for Jobs, Growth, Entrepreneurship 
and Innovation 


Businesses will also see further tax relief in 2002 and subsequent years. 


On January 1, 2002, the general corporate income tax rate, which 
applies to the highest-taxed sectors such as services, will be cut by 
2 percentage points to 25 per cent. 
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This cut builds on the 1-percentage-point reduction already in place 
for 2001, and will be followed by additional legislated 2-percentage-point 
cuts in each of the following two years. By 2004 the general rate will be 
reduced to 21 per cent. This will encourage job creation and growth, reward 
entrepreneurship and innovation, and improve the international 
competitiveness of our business environment. 


Small businesses are already benefitting from the full rate reduction to 
21 per cent on business income between $200,000 and $300,000. 


The reduction in the general corporate tax rate applies to sectors, such as 
services, that were the highest taxed. Manufacturing and processing (M&P) 
income was already taxed at a lower rate. For this reason, the corporate tax 
rate for M&P income was not reduced. Similarly, the corporate tax rate that 
applies to resource income was not reduced as the resource sector benefits 
from a number of sector-specific tax measures. The Government has engaged 
in extensive consultations on means to extend the lower corporate tax rate to 
resource income while at the same time improving the tax structure. These 
consultations are continuing. 


The combination of federal and provincial actions will result in 
the average general rate of corporate taxation (taking into account capital 
taxes) in Canada being about 5 percentage points below the U.S. average rate 
by 2005 (see chart below). 


Corporate Income and Capital Tax Rates in Canada and the U.S. 


per cent 
50 = aeeeiereete I wat ep =a seer iebrer ae eee 7 eae 


40 


35 


30 


2000 2001 2002 2003 2004 2005 


Note: Rates are based on changes announced to December 2001. Rates include the income tax rate equivalent 
of capital taxes. 
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As the summary box below shows, corporate tax rate cuts combined 
with other measures in the Government’s tax reduction plan are creating 
a business advantage for Canada relative to the U.S. 


The Canadian Advantage. 


Large- and medium-sized businesses 


Five-percentage-point lower average corporate tax rate in Canada than in the U.S. 
by 2005. 


Small businesses 
Significantly lower corporate rates in Canada on income above $75,000. 


Capital gains 
Two-percentage-point lower average top capital gains tax rate in Canada than the 
typical top capital gains tax rate in the U.S. 


The $500,000 lifetime capital gains exemption on small business shares has no 
equivalent in the U.S. 


Research and Development 


A 20-per-cent research and development (R&D) tax credit in Canada for all R&D 
expenditures compared to the U.S. 20-per-cent tax credit, which is only for 
incremental R&D. 


A 35-per-cent refundable tax credit available to smaller Canadian-controlled private 
corporations; no equivalent in the U.S. 
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Table A2.4 
Summary of Tax Relief Measures for Individuals 
Under the Government’s Tax Reduction Plan 


—.. 


e Personal income tax rates for all taxpayers were lowered effective January 2001. 
— The 17-per-cent tax rate was reduced to 16 per cent. 


— The 24-per-cent tax rate — reduced from 26 per cent in the 2000 budget 
— was reduced further to 22 per cent. 


— The 29-per-cent top tax rate was reduced to 26 per cent on income between about 
$60,000 and $100,000. 


— The deficit-reduction surtax was eliminated. 


e Support for families with children was increased. 


— Effective July 1, 2001, the CCTB was increased, with the maximum benefit for the 
first child rising to $2,372 in July 2001 and to more than $2,500 by 2004. 


— Effective July 1, 2001, the income threshold at which the National Child Benefit (NCB) 
supplement is fully phased out, and the CCTB base benefit begins to be phased out, 
was increased to $32,000. 

e Additional assistance was provided to those who need it most. 
— Effective January 2001, the disability amount was raised from $4,293 to $6,000. 


— Effective January 2001, the caregiver amount and infirm dependant amount were 
raised from $2,386 to $3,500. 


— Effective January 2001, the disability amount supplement for children with severe 
disabilities was raised from $2,941 to $3,500. 
e Tax support for post-secondary education was substantially increased. 


— Effective January 2001, the education amount was doubled from $200 per month 
to $400 per month for full-time students, and from $60 per month to $120 per month 
for part-time students. 


¢ Due to concern about the impact of rising energy prices on home-heating costs, in early 
2001 the Government provided one-time relief to low- and modest-income Canadians of 
$125 per individual and $250 per family. 


¢ Full indexation of the tax system, announced in the 2000 budget and effective as of 
January 1, 2000, protects Canadians from the automatic tax increases that would have 
resulted from inflation every year if the tax system were not indexed. 


e The following measures have been legislated to provide that by 2004: 
— the basic personal amount will be at least $8,000 (up from $7,412 in 2001); 
— the spousal amount will be at least $6,800 (up from $6,293 in 2001); 
— the second bracket threshold will be at least $35,000 (up from $30,754 in 2001); 
— the third bracket threshold will be at least $70,000 (up from $61,509 in 2001); 
— the fourth bracket threshold will be at least $113,804 (up from $100,000 in 2001); 


— the amount of family net income at which the NCB supplement is fully phased out and 
the CCTB base benefit phase-out begins will be at least $35,000 (up from $32,000 in 
2001); and 

— the phase-out rate of the base benefit of the CCTB will be reduced from 5 per cent to 
4 per cent (from 2.5 per cent to 2 per cent for families with one child). 
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Table A2.5 
Summary of Measures for Jobs, Growth, Entrepreneurship 
and Innovation Under the Government’s Tax Reduction Plan 


e A legislated timetable provides that the general corporate income tax rate 
will be reduced from 28 per cent to 21 per cent, with a 1-percentage-point 
reduction in 2001 followed by a 2-percentage-point cut in 2002, and additional 
2-percentage-point cuts in each of the following two years. 


e Effective January 1, 2001, the corporate income tax rate on small business income 
between $200,000 and $300,000 earned by a Canadian-controlled private 
corporation from an active business carried on in Canada was reduced from 
28 per cent to 21 per cent. 


e Effective October 18, 2000, the capital gains inclusion rate — reduced from 
three-quarters to two-thirds in the 2000 budget — was cut further from two-thirds 
to one-half. 


e Consistent with the reduction in the capital gains inclusion rate, the employee stock 
option deduction was increased to one-half. 


— The 2000 budget also allowed employees to defer paying tax on exercising 
certain qualifying employee stock options in publicly listed shares until the shares 
are sold. 


e The 2000 budget introduced a measure that permits individuals to defer qualifying 
capital gains on small business shares to the extent that the proceeds are reinvested 
in other eligible small business shares. The October 2000 Economic Statement and 
Budget Update increased the size of an eligible investment from $500,000 to 
$2 million and the size of business eligible for the rollover from $10 million to 
$50 million. 


e Effective January 1, 2001, self-employed individuals can deduct in computing income 
the portion of Canada Pension Plan and Quebec Pension Plan contributions that 
represents the employer's share. 
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Table A2.6 
Detailed List of Indexed Personal Income Tax Parameters 


i 


Pre-2000 


budget 2001 2002 
(dollars) 
Personal amounts and bracket thresholds 
Basic personal amount GAS 7,412 7,634 
Spousal/equivalent-to-spouse amount 6,055 6,293 6,482 
Net income threshold 606 630 649 
Taxable income at which 22-per-cent bracket begins 29,590 30,754 31,677 
Taxable income at which 26-per-cent bracket begins 59,180 61,509 63,354 
Taxable income at which 29-per-cent bracket begins n/a 100,000 103,000 
Credit amounts to reflect needs 
Infirm dependant amount 2,008 3,500 3,605 
Net income threshold 4,778 4,966 645 
Caregiver amount 2,353 3,500 3,605 
Net income threshold 11,500 11,9538 12;312 
Disability amount 4,233 6,000 6,180 
Disability amount supplement for children 
with severe disabilities n/a 3,500 3,605 
Allowable child care and attendant care expenses n/a 2,050 Onli: 
Medical expense tax credit 3 per cent of 
net income ceiling 1,614 1,678 1,728 
Refundable medical expense tax credit supplement 500 520 535 
Minimum earnings threshold 2,500 2,598 2,676 
Family net income threshold 17,419 19,705 20,296 
Age amount 3,482 3,619 3,128 
Net income threshold 25,921 26,941 27,149 
Old Age Security repayment threshold 53,215 55,309 56,968 
Goods and services tax credit (GSTC)' 
Adult maximum 199 207 213 
Child maximum 105 109 1it2 
Single supplement 105 109 Ate 
Phase-in threshold for the single supplement 6,456 6,710 6,911 
Family net income at which GSTC 
begins to phase out 20,921 26,941 27,749 
Canada Child Tax Benefit (CCTB)' 
Base benefit 1,020 Wea te ilpahe 
Additional benefit for third child 75 78 80 
Additional benefit for children under 7 years PINE 221 228 
Family net income at which CCTB base benefit 
begins to phase out 29,590 32,000 32,960 
National Child Benefit (NCB) supplement 
First child 955 oe 1,293 
Second child has OSS 1,087 
Third child 680 980 1,009 
Family net income at which NCB supplement 
begins to phase out 20,921 21,744 22,397 
Family net income at which NCB supplement 
phase-out ends 29,590 32,000 32,960 


1 GSTC and CCTB benefits are paid on a benefit year cycle beginning in July. 
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The Budgetary 
Balance, Financial 
Requirements/Source, 
and National Accounts 
Budget Balance 
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Alternative Measures of Annual Fiscal Position 


There are three basic measures of the federal government’s fiscal position — 
two are based on the Public Accounts (the budgetary balance and financial 
requirements/source) and one on the System of National Accounts, as 
prepared by Statistics Canada. 


Differences in the measures arise because the accounting frameworks 
are designed for different purposes. 


Public Accounts Budgetary Balance 


The fundamental purpose of the Public Accounts is to provide information 
to Parliament on the Government’s financial activities, as required under the 
Financial Administration Act. The Public Accounts are based on generally 
accepted accounting principles for the public sector (as recommended by 
the Canadian Institute of Chartered Accountants’ Public Sector Accounting 
Board) and are audited by the Auditor General of Canada. 


Public Accounts Financial Requirements/Source 


The financial requirements/source, excluding foreign exchange transactions, 
measures the difference between cash payments by the Government and 
cash receipts. It is roughly equivalent to the amount of money that the 
Government has to borrow in credit markets or the amount of market debt 
that the Government is repaying. However, in any one year, changes in the 
Government’s cash balance and foreign reserve position can also have an 
effect on the level of market debt. 


In essence, the budgetary balance includes obligations incurred by the 
federal government during the course of the year, whereas the financial 
requirements/source only includes the actual cash outlay related to 
these obligations. 


Prior to April 1, 2000, the main difference between the budgetary 
balance and the financial requirements/source was the treatment of federal 
government employees’ pension accounts. The budgetary balance included 
the total annual pension-related obligations (the Government’s contribution 
as an employer for current service costs plus interest on its borrowings from 
the pension accounts), while the financial requirements/source included only 
the benefits paid out in that year less employee premiums paid. 
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The recent legislated reform of the federal employee pension plans has 
significantly narrowed this difference. Effective April 1, 2000, contributions 
to the plans are invested in the market, thereby reducing the difference 
between the budgetary balance and financial requirements/source by about 


$3.5 billion. 


Most industrialized countries present their budgets on a basis that is more 
comparable to the financial requirements/source than to the Public Accounts 
measure of the budgetary balance. The financial requirements/source 
corresponds closely to the unified budget balance in the United States. 


National Accounts Budget Balance 


The primary objective of the National Accounts is to measure current 
economic production and income. The government sector in the National 
Accounts is treated on the same basis as other sectors of the economy. As 
such, only tax revenues collected on income generated in the current year are 
included as revenues, and only spending which relates to economic activity in 
the current year is included as expenditures. The current National Accounts 
treat the transactions of federal government employees’ pension accounts as 
part of the personal sector. 


@ National Accounts budget balances are used for international fiscal 
comparisons by the Organisation for Economic Co-operation and 
Development and the International Monetary Fund. 


m™ The National Accounts also provide a consistent framework for 
ageregation and comparison of the fiscal positions of the various levels of 
government in Canada. 


Conclusion 


The Public Accounts budgetary balance (deficit or surplus) is the most 
comprehensive of the three measures. It includes all financial transactions 
between the Government and outside parties. It also includes liabilities 
incurred during the year for which no cash payment has been made. 


Each of the three measures provides important and complementary 
perspectives on the Government’s fiscal position. Although the measures 
differ in their levels, their trends are broadly similar (see the table and chart 


on the next page). 
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Table A3.1 
Alternative Measures of the Federal Fiscal Position 
1980-81 to 2000-01 


Financial 
requirements/source National 
(excluding foreign Accounts 
Budgetary balance exchange transactions) budget balance! 
Fiscal (millions (per cent (millions (per cent (millions (per cent 
year of dollars) of GDP) of dollars) of GDP) of dollars) of GDP) 
1980-81 -14,556 -4.6 -9,917 -3.1 -12,545 -4.0 
1981-82 -15,674 -4.3 -9,264 -2.6 -10,001 -2.8 
1982-83 -29,049 -7.6 -23,819 -6.3 -21,341 -5.6 
1983-84 -32,877 -8.0 -25,219 -6.1 -27,880 -6.8 
1984-85 -38,437 -8.5 -29,824 -6.6 -33,677 -7.5 
1985-86 -34,595 =/ il -30,510 -6.3 -37 ,998 -7.8 
1986-87 -30, 742 -6.0 -22,918 -4.5 -28,933 -5.6 
1987-88 -27,194 -5.0 -18,849 -3.4 -25,990 -4.6 
1988-89 -28,/73 -4,7 -22,424 -3.6 -26,292 -4.3 
1989-90 -28,930 -4,4 -20,530 -3.1 -2/,697 -4.2 
1990-91 -32,000 -4./ -24,538 -3.6 -33,309 -4.9 
1991-92 -34,357 -5.0 -31,800 -4.6 -37,214 -5.4 
1992-93 -41,021 -5.8 -34,497 -4.9 -35,/87 541 
1993-94 -42,012 -5.8 -29,850 -4.4 -39,696 -5.4 
1994-95 -37/ ,462 -4.8 -25,842 “3.0 -35,088 -4.5 
1995-96 -28,617 -3.5 -17,183 -2.1 -31,700 -3.9 
1996-97 -8,897 -1.1 1,265 0.2 -16,957 -2.0 
1997-98 3,478 0.4 12,729 1.4 6,476 Oe7 
1998-99 2,884 0.3 11,491 36 9,026 geo: 
1999-00 12,298 Hee) 14,566 1 Soe! 0.9 
2000-01 17,148 1.6 18,991 1:8 19,371 Was 


Note: A positive number denotes a surplus, a negative number denotes a deficit. 


1 National Accounts budget balance figures are on a calendar-year basis. 


billions of dollars 
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Alternative Measures of Federal Debi 


As the deficits or surpluses derived from these three measures are different, 
so are the measures of debt (Table A3.2). 


m@ The accumulation of annual budgetary deficits and surpluses since 
Confederation is the net public debt. 


™@ For financial requirements/sources, the relevant measure is the stock of 
market debt that the Government has outstanding. 


m@ Another important debt measure in the Public Accounts is interest- 
bearing debt. This measure includes all interest-bearing liabilities of the 
Government of Canada and is the most appropriate measure for calculating 
the average effective interest rate. Interest-bearing debt is larger than market 
debt because it includes liabilities that have not been issued on markets — 
notably the Government’s liabilities to its employees’ pension accounts. 
Interest-bearing debt is also larger than the net debt because it includes the 
Government’s liabilities only, while the net debt includes financial assets. 


m™ The National Accounts debt represents the Government’s total liabilities 
minus its financial assets. It is broadly comparable to net debt on a Public 
Accounts basis. 


Table A3.2 
Alternative Measures of the Federal Debt 
1980-81 to 2000-01 


Interest-bearing Market National 
Net debt debt debt Accounts debt! 
Fiscal (millions (per cent (millions (per cent (millions (per cent (millions (per cent 
year of dollars) of GDP) _ of dollars) of GDP) of dollars) of GDP) _ of dollars) of GDP) 
1980-81 91,948 29.2 112,418 OOM 83,138 26.4 75,366 23.9 
1OS1=62" 107 622 29.8 126,684 Com 93,167 256 88,788 24.6 
1982-83 136,672 35.9 154,221 40.5 116,562 30.6 113,148 29.7 
1983-84 169,549 alten 184,849 44.8 142,901 34.7 147,051 slays 
1984-85 207,986 46.1 219,458 48.7 172,719 38.3 184,108 40.8 
1985-86 242,581 49.8 203,381 2.0) 201,229 AAs ~ 220027 ASi2 
1986-87 218,323 Soe 286,034 ON 228,611 ZARB) 251,900 49.0 
1987-88 8011 17 Soh If 313,948 56.0 250,809 AA) 23,088 49.2 
1988-89 829,890 Son 345,057 56.1 276,301 45.0 301,693 49.1 
1989-90 358,820 54.4 370,104 56.1 294,562 44.7 335,512 50.9 
1990-91 390,820 Sif! 406,475 59.6 328,903 4h. Ssbf, foe 54.0 
1991-92 425,177 61.9 440,181 64.1 851,889 51.2 404,805 58.9 
1992-93 466,198 66.4 477,034 67.9 382,741 54.5 446,205 63.5 
1993-94 508,210 69.7 514,510 TOLD 413,975 56./ 489,881 67.1 
1994-95 545,672 70.6 550,192 TAlee 440,998 Biel OeZaues 68.0 
1995-96 574,289 TAOLLS 586,387 Gere 469,547 ore obo, 174 69.3 
1996-97 583,186 69.5 600,557 CARS 476,852 56.8 573,680 68.4 
1997-98 579,708 Gos 594,825 67.2 467,291 92.8 569,955 64.4 
1998-99 576,824 63.0 594,985 65.0 460,427 50.3 561,743 61.3 
1999-00 564,526 57.9 597,932 61.3 456,406 46.8 557,860 Siz 
2000-01 547,378 Biles 589,232 55.8 446,403 42.3 537,498 50.9 


1 National Accounts debt figures represent net financial assets on a calendar-year basis. 
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Highlights 


The aggregate federal-provincial-territorial government sector 
recorded an estimated surplus of $29.2 billion in 2000-01, 
the third consecutive annual surplus. 


In addition to the federal government, eight provinces and 
two territories are estimated to have recorded surpluses 
in 2000-01. 


The net public debt-to-GDP (gross domestic product) ratio has 
fallen at both levels of government. The federal ratio has declined 
by nearly 19 percentage points from its peak of 70.7 per cent in 
1995-96. The aggregate provincial-territorial ratio has declined by 
5.5 percentage points from its peak of 28.0 per cent in 1997-98. 


Although declining, debt charges as a per cent of total revenues 
are still significantly higher at the federal level than at the 
provincial-territorial level. 


Since 1992-93 program spending as a share of GDP has declined 
significantly at both levels of government. 


Provincial-territorial revenues are higher than those collected by 
the federal government. Although revenues as a percentage of 
GDP are expected to decline at both levels of government, the 
decline at the federal level should be more pronounced, given the 
federal government’s $100-billion Five-Year Tax Reduction Plan 
and strong growth in federal transfers to provinces and territories 
under existing legislation. 
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Federal-provincial-territorial governments 
recorded an aggregate surplus in 2000-01 
for the third consecutive year 


Federal and Provincial-Territorial Budgetary Salence 
(Public Accounts Basis) 


billions of dollars 
30 - SO —————_———— 
Bs Federal = Provincial-t territorial _ 


2000- 
2001 
Estimate 


@ In 2000-01 federal-provincial-territorial governments are estimated 

to have recorded an aggregate surplus of $29.2 billion, the third 

consecutive surplus. 

m™ This represents a remarkable improvement from 1992-93, when the 
federal-provincial-territorial government sector posted a $65.8-billion deficit. 
m From 1993-94 to 2000-01 the federal budgetary balance moved from a 
deficit of $42 billion to a surplus of $17.1 billion. 

@ The provincial-territorial government sector is estimated to have recorded 
a surplus of $12.0 billion in 2000-01, the second consecutive surplus after 
more than 30 years of uninterrupted deficits. 
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Most provinces and territories are expected 
to record budgetary surpluses in 2000-01 


Provincial-Territorial Budgetary Balances 


(Public Accounts Basis) 


per c 
5 = 


ent of GDP 


[=] 1992-93 [RR 2000-01 


-6 on = I ae re en re es asthma s = ee —— ee 
Nfld. PE.|. N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Y.T. N.W.T. Nun. Total 


Source: Provincial Public Accounts, with the exception of P.E.I., Quebec, Yukon, Northwest Territories 
and Nunavut, which are based on the latest available data. 


@ Eight provinces and two territories are estimated to have recorded a 
budgetary surplus in 2000-01. 


@ In contrast, in 1992-93 all but one of the 12 provincial-territorial budgets 
(Northwest Territories) were in deficit. 
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Total provincial-territorial revenues 
consistently higher than federal revenues 


Federal and Provincial-Territorial Revenues 
(Public Accounts Basis) 


per cent of GDP 
20 = eae —— = oe ne ed 


Federal wen Provincial-territorial 


19 — aes a eae eee ee 


1982- 1985- 1988- 1991- 1994- 1997- 2000- 
1983 1986 1989 1992 1995 1998 2001 
Estimate 


@ For the last 20 years provincial-territorial revenues have consistently 
exceeded federal revenues. 


@ The provincial-territorial revenue-to-GDP ratio is also more stable than 
the federal ratio as the federal government’s revenues are more sensitive to 
cyclical variations, given its larger share of personal income tax revenues. 


m@ ‘The federal ratio has declined steadily since 1997-98, reflecting the 
impact of recent tax measures. It is expected to decline further over the 
medium term, reflecting the impact of the $100-billion Five-Year Tax 
Reduction Plan, which will be fully in place by 2004-05. 


@ In contrast, the provincial-territorial revenue-to-GDP ratio has increased 
in recent years despite tax cuts, primarily reflecting strong growth in revenue 
sources unique to the provinces, such as resource royalties and gaming profits. 
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The provinces will benefit from strong growth 
in federal cash transfers 


Growth in Federal Revenues and Cash Transfers to Provinces 
(2000-01 to 2005-06) 


(per cent, average annual rate) 


Federal revenues Federal cash transfers 


@ ‘Total provincial government revenues include both own-source revenues 
and cash transfers from the federal government for such programs as the 
Canada Health and Social Transfer (CHST) and equalization. These 
transfers make up from 7 per cent to 44 per cent of individual provinces’ 
total revenues. 


@ With the recent $21.1-billion increase in the CHST over five years and 
increasing equalization payments, federal cash transfers to the provinces are 
projected to grow rapidly in the coming years. 


@ Depending on the growth of provincial fiscal capacities, which have an 
impact on equalization payments, federal cash transfers could grow by up to 
6.1 per cent annually over the next five years. These funds will help the 
provinces finance key social programs such as health care and education. 


m@ In contrast, federal revenues are forecast to grow at an average annual 


rate of just 1.9 per cent from 2000-01 to 2005-06. 
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Program spending has declined significantly 
as a share of GDP 


Federal and Provincial-Territorial Program Spending 
(Public Accounts Basis) 


per cent of GDP 
25 — - 


2000- 
2001 
Estimate 


@ At both levels of government, deficit elimination has primarily been 
achieved through program-spending reductions. 

@ From 1992-93 to 2000-01 federal program spending as a share of GDP 
fell by 6.2 percentage points — from 17.5 per cent to 11.3 per cent. Over the 
same period provincial-territorial program spending fell by 4.9 percentage 
points — from 20.0 per cent to 15.1 per cent. 
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The debt burden is much larger at the federal level 


_ Federal and Provincial-Territorial Net Debt 


~ (Public Accounts Basis) 


per cent of GDP 
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Estimate 


@ Throughout the past decade the federal debt burden, as measured by the 
ratio of net public debt to GDP, has been more than twice as high as the 
provincial-territorial debt burden. 


@ In 2000-01 the federal debt-to-GDP ratio was estimated at 51.8 per cent, 
a drop of 18.9 percentage points from its peak of 70.7 per cent reached 
in 1995-96. 


@ The provincial-territorial ratio was estimated at 22.5 per cent in 2000-01, 
a decline of 5.5 percentage points from its peak of 28.0 per cent in 1997-98. 
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Debt charges as a per cent of total revenues 
are significantly higher at the federal level 


Federal and Provincial-Territorial Debt Charges 
(Public Accounts Basis) 


per cent of total revenues 
40 
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@ Asa result of its larger debt burden, the federal government faces much 
higher debt charges than the provincial-territorial government sector. 


m™ The federal government must therefore spend a larger proportion of its 
revenues on debt charges. 


@ In 1995-96 the federal government spent 36.0 cents of every dollar of 
revenue on debt charges. Although significant progress has been made in 
reducing this burden, federal debt charges still consume 23.6 cents of every 
dollar of revenue, compared to 11.5 cents for the provincial-territorial 
government sector. 


19:3 


Annex 5 


Canada’s Financial 
Performance in an 
International Context 
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Introduction and Overview 


™ This annex compares Canada’s financial position with that of the other 
Group of Seven (G-7) countries (United States, United Kingdom, France, 
Germany, Japan and Italy). 


m™ ‘Two factors tend to complicate international comparisons: differences in 
accounting methods among countries, which affect the comparability of data, 
and differences in financial responsibilities among levels of government 
within countries. For this reason, the standardized System of National 
Accounts definitions and data, which are fairly uniform among countries, 

are used for international comparisons. The Organisation for Economic 
Co-operation and Development (OECD) produces a complete series of 
estimates based on this system. The data presented in this annex are based on 
the OECD’s June and November 2001 Economic Outlook publications and, 
as such, do not include any data revisions since then. 


@ Between 1992 and 2000 Canada made the most dramatic improvement 
in its financial situation among the G-7 countries. Over this period 

Canada recorded a turnaround of more than 12 percentage points in its 
financial balance as a share of gross domestic product (GDP), compared 

to 4.5 percentage points for the G-7 countries as a whole. 


@ In 2000 Canada’s surplus was estimated at 3.2 per cent of GDP, 
compared to an average deficit of 0.1 per cent for the G-7 countries. 


@ Asa result, Canada achieved the sharpest decline in the net debt-to-GDP 
ratio among the G-7 countries over the past five years. 


@ On the basis of comparable budget-based data, the Canadian federal 
government achieved a surplus in 1996-97, one year earlier than the U.S. 
federal government. In 2000-01 the Canadian federal financial surplus stood 
at 1.8 per cent of GDP, compared to a surplus of 1.3 per cent in the U.S. 
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Canada’s financial balance has improved significantly 
compared to the G-7 average 


Total Government Financial Balances 
(National Accounts Basis) 


per cent of GDP 
4 ee 


[=] Canada 


-10 


Etieye 
Source: OECD Economic Outlook No. 70, Preliminary Edition (November 2001), OECD Economic 
Outlook No. 69 (June 2001). 


1992 «= 1993's«1904.C*'i«w1995'i‘i1996—'—(—‘1997/2C'si«C998~0=C*té‘D~=~*=<‘é OS 


M@ Canada’s total government! financial balance has improved substantially 
since the early 1990s. 


@ The total government deficit peaked at 9.2 per cent of GDP in 1992, 
compared to the G-7 average deficit-to-GDP ratio of 4.6 per cent that 
same year. 


m By 1997, however, financial improvements at all levels of government 
enabled Canada’s total government sector to post a surplus. 


™ In 2000 Canada’s surplus reached 3.2 per cent of GDP, compared to an 
average deficit of 0.1 per cent in the G-7 countries. 


' Includes federal, provincial-territorial and local governments as well as the Canada Pension Plan 
and Quebec Pension Plan. 
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Canada has achieved the most dramatic reversal 
in the financial balance of any G-7 country 


Total Government Financial Balances in the G-7 
(National Accounts Basis) 


per cent of GDP 
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Source: OECD Economic Outlook No. 70, Preliminary Edition (November 2001), OECD Economic 
Outlook No. 69 (June 2001). 


m@ Canada made the largest financial improvement of the G-7 countries 
from 1992 to 2000. In 1992 Canada had the second highest deficit in the G-7 
in relation to GDP, whereas it posted the highest financial surplus relative to 
GDP in 2000. 

@ Over this period Canada’s financial balance registered a turnaround of 
more than 12 percentage points. 
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Canada’s program spending as a share of GDP 
has been brought in line with the G-7 average 


Total Government Program Spending 
(National Accounts Basis) 


per cent of GDP 
——— 


Wl 1992 28 2000 


G-7 average 
in 2000 


United Canada! United Italy Germany Japan France G-7 
States Kingdom average 


1 The OECD data overstate Canadian government outlays relative to those of other countries because 
Canadian government revenues from the sale of goods and services are classified as receipts, whereas 
such revenues are netted off of outlays in the data for other countries. On a comparable basis, Canada’s 
program spending relative to GDP would be about 3 percentage points lower than shown in the chart. 


Source: OECD Economic Outlook No. 69 (June 2001). 


™ The rapid turnaround in Canada’s financial position, as a percentage of 
GDP, is attributable in large part to a sharp reduction in program spending. 
m Between 1992 and 2000 Canada’s total government program spending as 
a share of GDP was reduced by 10.4 percentage points, more than in any 
other G-7 country. 

™ Inrelation to the size of the economy, Canada’s program spending is 
now slightly below the G-7 average, while in 1992 it was well above the 

G-7 average. 
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Canada has recorded the sharpest decline in the net 
debt-to-GDP ratio among the G-7 countries 


Total Government Net Debt 
(National Accounts Basis) 


per cent of GDP 
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1 Includes non-autonomous government employee pension plan liabilities, which amounted to about 
19 per cent of GDP in 1999. 


Source: OECD Economic Outlook No. 69 (June 2001). 


Germany France Canada’ 


@ When comparing Canada’s net debt-to-GDP ratio with those of other 
countries, it is important to note that the Canadian data include government 
employee pension liabilities. This overstates Canada’s debt position relative 
to countries that have large unfunded liabilities for such pensions, which are 
not included in the National Accounts measure of government debt. Among 


the G-7 countries, only U.S. debt data are strictly comparable with those 
of Canada. 


™@ Canada has achieved the sharpest decline in the net debt-to-GDP ratio 
over the last five years. Between 1995 and 2000 the ratio fell 22.5 percentage 
points. However, Canada’s debt burden remains above the G-7 average. 
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Canada-United States Federal Comparison 


m This section compares the financial situation of the Canadian 
federal government with that of the U.S. federal government using 
budget-based data. 


@ In making such comparisons, it is important to note that there are 
fundamental differences in the accounting practices and responsibilities of the 
Canadian and U.S. federal governments. For example, the public pension 
plan is considered part of the federal sector in the U.S., whereas the Canada 
Pension Plan is not part of the Canadian federal sector. 


m That being said, a reasonable comparison of the two countries’ financial 
situations may be made using the financial requirements/source of the 
Canadian federal government (rather than the budgetary balance) and the 
US. federal unified budget balance. This primarily compares the financial 
situation in both countries on a cash basis of accounting. 


@ On this basis, both countries have achieved significant improvements 
since the early 1990s, moving from a deficit to a surplus position. 

The Canadian federal government achieved a surplus in 1996-97, 

one year earlier than the U.S. federal government. 


m™ Similarly, Canadian federal market debt (rather than net public debt) is 
the most appropriate measure of debt to be compared with U.S. federal debt 
held by the public. Both countries have registered a significant decline in the 
market debt-to-GDP ratio since the mid-1990s. 
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Canada recorded a financial surplus one year 
earlier than the U.S. 


Federal Government Financial Balances 


(Public Accounts Basis) 


per cent of GDP 
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Note: This chart shows financial requirements/sources for Canada and the unified budget balance for the U.S., for 
fiscal years ending March 31 and September 30 of the same year for Canada and the U.S. respectively. 


Sources: Canada — Department of Finance Canada. U.S. - Department of the Treasury and Budget of the 
United States Government, Fiscal Year 2002. 


@ Inthe early 1990s both Canada and the U.S. had significant deficits at 
the federal level. The Canadian federal deficit peaked at 4.9 per cent of GDP 
in 1992-93, compared to a deficit of 3.8 per cent in the U.S. 


@ However, both countries achieved a significant turnaround over the past 
decade, with the Canadian federal government recording a financial surplus 
in 1996-97, one year earlier than the U.S. 


@ In 2000-01 the Canadian federal financial surplus reached 1.8 per cent of 
GDP, slightly higher than the U.S. surplus of 1.3 per cent of GDP. 
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The market debt-to-GDP ratio has been significantly 
reduced in both countries 


Federal Government Market Debt 
(Public Accounts Basis) 


per cent of GDP 
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Note: This chart shows market debt for Canada and debt held by the public for the U.S., for fiscal years 
ending March 31 and September 30 of the same year for Canada and the U.S. respectively. 


Sources: Canada — Department of Finance Canada. U.S. - Department of the Treasury and Budget of the 
United States Government, Fiscal Year 2002. 


m@ For debt comparisons, the comparable measures are market debt for 
Canada and publicly held debt for the U.S. 


™ While the Canadian federal market debt-to-GDP ratio remains above that 
of the U.S., both countries have achieved a marked decline in the debt ratio 
since the mid-1990s. In fact, the ratio has been reduced by 15.5 percentage 
points in both countries since 1995-96. 
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Annex 6 


The Government’s Response 
to the Auditor General’s 
Observations on the 

2001 Financial Statements 
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In the 2001 Public Accounts of Canada, the Auditor General expressed a 
clean opinion on the Government’s financial statements for 2000-01. 


The Auditor General raised a number of matters for Parliament’s 
attention. These are: 


compliance with the Employment Insurance Act; 


transfers to foundations; 


the Financial Information Strategy — the move to full accrual accounting; 


| 
| 
m@ the Canada Foundation for Sustainable Development Technology; 
a 
@ departmental financial statements; 

| 


offsetting Canada Child Tax Benefit disbursements against revenues 
(Tnettine ”): 


@ the Debt Servicing and Reduction Account; 


™ simplified and useful financial statements — the Annual Financial Report 
of the Government of Canada; and 


@ dictating accounting treatment in legislation. 


The Government’s responses to the Auditor General’s observations on the 
2001 financial statements are discussed in detail in this annex. 


Compliance With the Employment Insurance Act 


According to the Auditor General, the Canada Employment Insurance 
Commission (the Commission), which is responsible for setting employment 
insurance premium rates, did not provide an adequate justification for the 
size and rate of growth of the balance in the Employment Insurance Account 
in setting premium rates for 2001. 


The Employment Insurance Act requires that the Commission set 
premium rates at levels that will cover program costs while keeping rates 
relatively stable over the business cycle — at the cyclical break-even rate. 
However, the stability requirement is inconsistent with a growing cumulative 
balance in the Account. Furthermore, as the Chief Actuary of Human 
Resources Development Canada notes, given the difficulties of making 
accurate forecasts at any time, as a practical matter, adjustments to the 
premium rates may be needed. 
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The December 1999 Report of the Standing Committee on Finance noted 
that the current rate-setting process “involves not only a ‘look forward’ 
process in assessing the level of revenues sufficient to cover program costs 
over a business cycle, but also a ‘look back’ process by taking into 
consideration the level of any past excesses or shortfalls of revenues relative 
to program costs.” As employment insurance premium revenues and 
program costs are consolidated in the Government’s budgetary balance, the 
“look back” provision, the Report concluded, will cause serious disruptions 
to the overall management of the federal government’s budget. The Report 
recommended, therefore, that employment insurance rates be set on the basis 
of levels of revenues needed to cover program costs over the business cycle 
looking forward, and not take into account the level of the cumulative 
surplus or deficit. 


Recognizing these difficulties, the Government announced that it 
would undertake a review of the premium rate setting process. In the interim 
Bill C-2 gave power to the Governor in Council to set the rates for 2002 
and 2003. 


Transfers to Foundations 


The Auditor General is concerned with the way the Government accounts for 
transfers to foundations because most of the funding provided has yet to be 
spent on the ultimate purposes intended. She urges the Government to change 
its accounting, recognizing expenditures only when the foundation transfers 
the funds to the ultimate recipient. In addition, she is critical of the overall 
accountability and governance arrangements of foundations. 


The Government recognizes that the booking of liabilities to these 
foundations is an area where existing accounting standards do not offer 
explicit guidance, and that professional judgment must be brought to bear. 
Recognizing this, the Government consulted two major accounting firms, 
both of which endorsed the Government’s approach. Furthermore, the 
previous Auditor General reported that he undertook research on the 
accounting treatment of such “special purpose entities” to determine if they 
should be consolidated in the Government’s financial statements as part of 
the Government’s overall reporting entity. From his research, he concludes 
that the application of current PSAB (Canadian Institute of Chartered 
Accountants’ Public Sector Accounting Board) accounting recommendations 
requires considerable judgment to determine the appropriate accounting 
treatment. A PSAB task force is currently reviewing this issue to determine if 
additional guidance is required. 
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The Government has consistently argued that its decisions to provide 
funding to arm’s-length organizations, such as the Canada Foundation for 
Innovation and the Canada Millennium Scholarship Foundation, established 
liabilities that should be recorded in the year that the decisions to provide 
funding were made. Decisions on the projects selected are made by the 
directors of the foundations under broad agreements signed with the 
Government. The Government continues to believe that, in applying PSAB 
recommendations, these entities should not be considered part of government 
and, therefore, not consolidated within its financial statements. 


This current accounting treatment enhances transparency and 
accountability to Parliament and Canadians. As such, in accordance with its 
stated accounting policy, non-recurring liabilities will be recognized in the 
year the decision to incur them is made, provided the enabling legislation or 
authorization for payment receives parliamentary approval before the 
financial statements for that year are finalized. 


The Canada Foundation for 
Sustainable Development Technology 


The Auditor General expressed concerns over the process that the 
Government used to create and fund the Canada Foundation for Sustainable 
Development Technology as well as the use of the Government’s 
contingencies vote to provide temporary funding to the foundation. 


The sustainable technology initiative was first announced in the February 
2000 budget. To this end the Government, upon the approval of the Treasury 
Board, entered into a funding agreement with a not-for-profit private sector 
corporation. While this agreement was signed before the passage of Bill C-4, 
which enabled Parliament to directly determine the mandate, governance and 
accountability arrangements, the legislated authority to enter into this 
agreement already existed under the Energy Efficiency Act and the 
Department of the Environment Act. 


As there were no alternative funding authorities immediately available, 
access to Treasury Board vote 5 enabled the Government to honour its 
liability to the corporation. The use of this vote for new grants and increases 
to existing grants has been an accepted practice for decades and is fully 
reported to Parliament in the Supplementary Estimates. 


As a result, the Government believes that the creation and funding of this 
foundation respected all parliamentary authorities and practices. 
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The Financial Information Strategy - 
The Move to Full Accrual Accounting 


Currently the Government records most of its expenditures and non-tax 
revenues on an accrual basis of accounting. In contrast, tax revenues and 
capital assets are recorded on a cash basis of accounting. In previous budgets 
the Government has indicated its intention to move to full accrual 
accounting, and the Auditor General has supported this move. 


The Auditor General notes that while the Government has made progress 
toward its objective, all departments and agencies have a lot of work to do to 
implement full accrual accounting. 


The specific areas where the Auditor General comments on the progress 
being made include tangible capital assets, environmental liabilities, accrual 
of tax revenues, and Aboriginal claims. 


The Government recognizes the implementation of the Financial 
Information Strategy (FIS) and full accrual accounting as a priority and 
recently provided additional support to departments in this area. It will 
continue to work closely with the Office of the Auditor General to ensure 
the successful implementation of FIS and full accrual accounting. 


However, it is government convention that the audited financial 
statements report on the same basis of accounting as that used in the budget. 
Given the timing of the 2001 budget and the fact that important components 
of the information required to implement full accrual accounting have not yet 
been verified and audited, it is not possible to move to a full accrual basis of 
accounting at this time. Therefore, the Government has decided to delay the 
implementation of full accrual accounting for at least one year. 


Departmental Financial Statements 


As part of FIS, departments will be required to produce annual financial 
statements. The Auditor General notes that there are several issues that still 
need to be resolved before departments will be fully in a position to produce 
appropriate detailed financial statements. 


The Treasury Board Secretariat will continue to work closely with the 
Office of the Auditor General and departments to ensure that meaningful 
departmental financial statements are produced. 
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Offsetting Canada Child Tax Benefit Disbursements 
Against Revenues (“Netting”’) 


The Auditor General points out that the Government currently reports 
revenues and expenditures on a net basis. For budgetary purposes, there are 

a number of tax expenditures that are netted against revenues and a number 
of revenue items that are netted against spending. Netted against revenues are 
the Canada Child Tax Benefit (CCTB), the quarterly goods and services tax 
credit (GSTC) and repayments of Old Age Security benefits. Netted against 
spending are revenues of consolidated Crown corporations and revenues 
from levies charged by departments for specific services, such as the costs 

of policing services in provinces. This netting has no impact on the overall 
budgetary balance. 


The Auditor General has recommended that the financial statements and 
the budget be prepared only on a gross basis. Of particular concern to the 
Auditor General is the CCTB, which is currently netted against personal 
income tax revenues. The Auditor General argues that this represents 
incomplete financial disclosure. 


However, it is important to note that the Government already publishes 
this information in both the Annual Financial Report of the Government of 
Canada and the Public Accounts. 


The “net” presentation is the appropriate approach for the budget 
because it is consistent with the way Parliament appropriates funds. 
Furthermore, programs like the CCTB and the quarterly GSTC are integral 
parts of the tax system — these programs are administered through the tax 
system. They are thus netted from tax revenues for budgetary purposes. 


The Debt Servicing and Reduction Account 


The Debt Servicing and Reduction Account (DSRA) was established by 
statute in June 1992. Under that legislation all GST revenues, net of 
applicable input tax credits, rebates and the low-income credit, along with 
the net proceeds from the sale of Crown corporations and gifts to the Crown 
explicitly identified for debt reduction, must be deposited into this Account. 
The funds in this Account are earmarked to pay interest on the public debt 
and, ultimately, to reduce the debt. 


The Auditor General questions the need for this Account, given the 
fundamental concept of the Consolidated Revenue Fund (CRF). All 
revenues received by the Government must be deposited in the CRF 
and any disbursements from it must be authorized by Parliament. 
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Therefore, the specific revenues of the DSRA must be deposited in the CRF, 
and the public debt expenditures chargeable to the Account must be 
appropriated from it by Parliament. Since all of the information relating to 
the DSRA is already reported in other parts of the Government’s financial 
statements, there appears to be limited usefulness in having a separate 
financial statement. 


The House of Commons Standing Committee on Finance’s 
recommendations for the 2000 budget included elimination of the DSRA. 


Although all of the information relating to the DSRA is already reported 
in other parts of the Government’s financial statements, as noted by the 
Auditor General, the Government believes that, at this time, the DSRA 
provides useful information to Canadians on the flow of GST revenues, gifts 
to the Crown and the net gains associated with the disposals of investments 
in Crown corporations. This information is enhanced through the 
presentation of a separate audited statement. As a result, the Government 
does not propose that any changes be made at this time. 


Simplified and Useful Financial Statements - 
the Annual Financial Report of the Government of Canada 


The Auditor General notes that the Annual Financial Report of the 
Government of Canada (AFR) should be revised so that it is more useful and 
understandable to a wider variety of users. 


Upon the recommendations of the previous Auditor General and working 
closely with the Auditor General’s staff, substantial improvements have been 
made to the AFR. In addition, a user survey was conducted following the 
release of the 1998-99 AFR. 


Results of that survey, which were published in the 2000 budget, were 
generally very positive. The majority of respondents were “very satisfied” or 
“somewhat satisfied” with organization and content and felt that the AFR 
contained a sufficient amount of information. 


As with all of its other publications, the Government will continue to 
ensure that the AFR is useful and understandable to a broad range of users. 
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Dictating Accounting Treatment in Legislation 


The Auditor General has expressed concern that the legislative wording for 
the Canada Health and Social Transfer supplements appeared to be dictating 
the accounting treatment to be followed in the financial statements. As such, 
the Auditor General recommends that the applicable legislation should not 
stipulate the fiscal year to which such one-time payments apply. 


The Government follows accounting policies based upon generally 
accepted accounting principles in the preparation of its financial statements. 
It therefore recognizes liabilities when they are incurred. Legislation does not 
dictate accounting treatment in the Government’s financial statements. 
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Overview 


This annex provides detailed information on each of the tax measures 
proposed in this budget. 


Table A7.1 lists those measures that are proposed to be legislated pursuant 
to the 2001 budget and provides estimates of their budgetary impact. 


This annex also provides a detailed listing of measures that have been 
introduced since 1994 that enhance tax fairness and achieve economic and 
social objectives. 


Finally, this annex provides a Notice of Ways and Means Motion to 
amend the Income Tax Act. 


Table A7.1 
Federal Revenue Impact of Proposed Measures 


2001- 2002- 2003- 
2002 2003 2004 


(millions of dollars) 


Personal Income Tax Measures 


Apprentice Vehicle Mechanics’ Tools Deduction ~ -5 -10 
Adult Basic Education — Tax Deduction 

for Tuition Assistance -10 0) -5 
Extending the Education Tax Credit _ =10 -20 
Promoting Sustainable Woodlot Management - =5 =10 
Donations of Certain Publicly 

Traded Securities to Charities! - -70 -70 


Business Income Tax Measures 
Improvements to the Tax Incentives 


for Renewable Energy and Energy Efficiency ~ =5 =5 

Deferral of Corporate Tax Instalments: 

for Small Businesses -2,000 2,000 = 

Venture Capital — Partnerships = = = 

Construction Work Camps — -10 -10 
Total -2,010 1,890 -130 


— Small, non-existent or prevents revenue loss. 
1 Measure announced prior to the budget. 
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Personal Income Tax Measures 


Apprentice Vehicle Mechanics’ Tools Deduction 


Individuals employed as apprentice vehicle mechanics must typically provide 
their own tools for the on-the-job component of their apprenticeship. The 
cost of these tools is high in relation to their apprenticeship income and, 
consequently, can constitute a barrier to entering the trade. 


The budget proposes to provide an income tax deduction for the 
extraordinary portion of the cost of new tools acquired by apprentice vehicle 
mechanics after 2001. To be eligible for this employee expense deduction, the 
tools must be acquired while the apprentice is registered with a provincial or 
territorial body in a program leading to designation as a mechanic licensed to 
repair automobiles, aircraft, or any other self-propelled motorized vehicles. 
Also, the apprentice’s employer must certify that the tools are required as a 
condition of, and for use in, the apprenticeship. 


The amount of the deduction will be the total cost of new tools acquired 
in a taxation year, less the greater of $1,000 and 5 per cent of the individual’s 
apprenticeship income for the year. Any part of the eligible deduction that is 
not taken in the year in which the tools are acquired can be carried forward 
and deducted in subsequent taxation years. 


The cost of the individual’s tools for other income tax purposes will be 
the acquisition cost less the deductible portion of that cost. If an individual 
(or a non-arm’s-length person) disposes of the tools for proceeds in excess of 
this reduced cost, the excess amount will be included in income in the year of 
disposition. However, tools will be eligible for the existing rollovers that 
apply to transfers of property to a corporation or a partnership. 


Alexandra, an apprentice vehicle mechanic, earns $25,000 as an apprentice in a 


year and spends $5,000 on new tools in the year. Alexandra’s deduction is 
$3,750 ($5,000 — $1,250 [the greater of $1,000 and 5 per cent of $25,000)), 
representing a federal income tax savings of $600. 


The individual will also be eligible for a rebate of the goods and services 
tax/harmonized sales tax paid on the portion of the purchase price of the new 
tools that is deducted in computing employment income. 


These measures will apply to the 2002 and subsequent taxation years. 
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Adult Basic Education — Tax Deduction 
for Tuition Assistance 


Basic education is primary or secondary level education or other forms of 
training that do not currently qualify for the tuition tax credit. Some adult 
students who take basic education to upgrade their skills receive direct 
financial assistance from governments to pay their tuition fees. This tuition 
assistance must be included in income, and the tuition fees do not qualify for 
any tax relief. 


The budget proposes that individuals may deduct, in computing their 
taxable income, the amount of tuition assistance received for adult basic 
education that has been included in their income. In order to be eligible, the 
tuition assistance must be provided under: 


@ Part II of the Employment Insurance Act (or a similar program provided 
by a province or territory under a Labour Market Development Agreement); 
or 


@ another training program established under the authority of the Minister 
of Human Resources Development, such as the Employability Assistance for 
People with Disabilities initiative or the Opportunities Fund for Persons 
with Disabilities. 


This measure will apply to eligible tuition assistance received after 1996. 
Administrative procedures will be established over the coming months to 
enable individuals who received eligible tuition assistance before 2001 to 
recover the income taxes paid, or to eliminate the income taxes owing, on 
these amounts. 


Extending the Education Tax Credit 


The education tax credit helps students defray non-tuition costs of post- 
secondary education and training, such as textbooks. The education amounts 
— the amounts used to calculate the education tax credit — were doubled in 
the October 2000 Economic Statement and Budget Update to $400 per 
month of full-time study and $120 per month of part-time study. 


The education tax credit cannot currently be claimed by students who 
receive financial assistance for post-secondary education under government 
training programs. The budget proposes to extend access to the education 
tax credit to students who receive taxable assistance for post-secondary 
education under: 


@ Part Il of the Employment Insurance Act (or a similar program provided 
by a province or territory under a Labour Market Development Agreement); 
or 
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™@ another training program established under the authority of the Minister 
of Human Resources Development, such as the Employability Assistance for 
People with Disabilities initiative or the Opportunities Fund for Persons 
with Disabilities. 


This measure will apply to the 2002 and subsequent taxation years. 


Promoting Sustainable Woodlot Management 


Currently a taxpayer may make an intergenerational transfer of farm 
property in Canada on an income tax-deferred rollover basis, if the property 
was principally used in a farming business in which the taxpayer or a family 
member was actively engaged on a regular and continuous basis. Similar rules 
apply to intergenerational transfers of shares of family farm corporations and 
interests in family farm partnerships. 


The operation of a commercial woodlot may, in certain circumstances, 
constitute a farming business. However, the intergenerational rollovers are 
generally not available for commercial woodlots because, aside from 
monitoring, the management of a woodlot may not demand regular and 
continuous activity. As a result, many commercial woodlot owners are 
currently subject to income tax on intergenerational transfers of their 
woodlots. This can be detrimental to the sound management of the resource 
if woodlots are harvested prematurely to pay the tax. 


The budget proposes to facilitate intergenerational rollovers of 
commercial woodlot operations that are farming businesses. Where the 
regular and continuous activity test set out in the existing rollover rules 
cannot be met, a new test will be implemented strictly for the purpose of 
applying those rules to commercial woodlot operations. The new test will 
allow an intergenerational rollover where the conditions of the existing 
rollover rules are otherwise met and the transferor or a family member is 
actively involved in the management of the woodlot to the extent required 
by a prescribed forest management plan. 


Specific criteria for prescribed forest management plans will be developed 
in consultation with interested parties. For transfers that occur before these 
criteria are developed and prescribed, it will be required that a plan exist 
providing for the necessary attention to a woodlot’s growth, health, quality 
and composition. 


This measure will apply to transfers that occur after December 10, 2001. 


22:4 


THE BUDGET PLAN 2001 


Donations of Certain Publicly Traded Securities to Charities 


On October 12, 2001, the Government announced its intention to make 
permanent the 1997 budget measure that provides special tax assistance for 
donations of certain securities to public charities. This measure was originally 
scheduled to expire on December 31, 2001. 


Under the measure, the amount included in the income of a donor for 
capital gains tax purposes arising from donations of eligible securities to 
public charities is one-half the amount included for other capital gains. 
Eligible securities are shares, debt obligations and rights listed on a prescribed 
stock exchange, shares of the capital stock of mutual fund corporations, units 
of mutual fund trusts, interests in certain segregated fund trusts, and 
prescribed debt of, or guaranteed by, Canada or a province. This measure has 
helped to significantly increase donations of securities over the past five years. 
Making it permanent will support the important work of charities in meeting 
the needs of Canadians. 


The Government also proposes to make permanent the 2000 budget 
measure that reduces the tax on employment benefits in respect of donations 
of eligible securities acquired through stock option plans, to parallel the 
treatment for donations of eligible securities. 


As previously announced, the Government intends to continue to 
work with the charitable sector to determine whether there is an appropriate 
and cost-effective basis for broadening this measure beyond its current 
application. 


Goods and Services Tax Credit Responsiveness 


The goods and services tax credit (GSTC) helps to offset the impact of the 
GST on low- and modest-income Canadians. The GSTC is paid quarterly 
over the 12-month period (the benefit year) beginning each July. Currently 
the GSTC is calculated on the basis of income and family information 
provided as of the end of the previous calendar year, six months before the 
beginning of the benefit year. As a result, the GSTC for a particular benefit 
year does not respond to changes in family circumstances that occur after the 
end of the previous calendar year. For GSTC purposes, changes in family 
circumstances include events such as births, deaths, marriages, reaching the 
age of 19 years, and becoming or ceasing to be resident in Canada. 


The Government announced in the 1999 budget that the Department of 
Finance and the Canada Customs and Revenue Agency would work together 
to improve the responsiveness of the GSTC and streamline its administration. 
This budget confirms that, beginning with benefits payable for July 2002, an 
individual’s GSTC entitlement for a quarter will be based on the individual’s 
family circumstances at the end of the preceding quarter. 
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Business Income Tax Measures 


Improvements to the Tax Incentives for 
Renewable Energy and Energy Efficiency 


Under the capital cost allowance (CCA) regime, Class 43.1 describes certain 
renewable energy and energy efficiency equipment that qualifies for an 
accelerated CCA rate of 30 per cent. This class provides an incentive for new 
investments that will help Canada meet its environmental objectives. 


Since Class 43.1 was introduced in the 1994 budget, the Government has 
expanded eligibility for this class on several occasions to further encourage 
investments in renewable energy and energy conservation projects. 


The budget proposes to increase the upper limit on the size of small 
hydro-electric projects that qualify for Class 43.1 to a maximum annual rated 
capacity of 50 megawatts (MW), from the current limit of an annual average 
generating capacity of 1SMW. This change will encourage investment in 
small hydro-electric projects, including new run-of-the-river projects, and 
complement provincial initiatives that have provided further opportunities 
for power producers to invest in small hydro-electric projects. The change 
will apply to property acquired after December 10, 2001. 


Class 43.1 also includes property that is part of a system that generates 
electrical energy and that has a heat rate attributable to fossil fuel of less than 
6000 BTU per kilowatt-hour of electrical energy generated by the system. 

It is proposed that “blast furnace gas”, which is a by-product of the steel 
manufacturing process, be included in the definition of fossil fuel. This 
change will encourage an energy efficient use of blast furnace gas by steel 
mills, and will be effective for property acquired after 2000. 


Finally, because of rapid changes in technology in this area, the 
Government intends to consult with industry to determine whether 
additional improvements are required for this CCA class. In this context, 
the Government will also explore whether a more streamlined process could 
be implemented to determine new types of projects that would be eligible 
for Class 43.1. 


Deferral of Corporate Tax Instalments for Small Businesses 


Many small businesses are facing additional challenges as the economy has 
slowed. In order to provide a cash flow benefit to small corporations, the 
budget proposes to defer payment of their federal corporate tax instalments 
for the months of January, February and March 2002 for a period of at least 
six months, without payment of interest or the assessment of penalties. 
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Corporations will qualify for this instalment deferral if they are resident 
in Canada and did not have more than $15 million of taxable capital 
employed in Canada in the previous taxation year. A corporation that is 
considered for income tax purposes to be associated with other corporations 
will be eligible only if the taxable capital employed in Canada of all of the 
associated corporations did not exceed $15 million in the previous year. 
Both federal income and capital tax instalments will be deferred. 


In respect of provinces that have a corporate tax collection agreement 
with the federal government, eligible corporations will also be able to defer 
their provincial income tax instalments for the same period. Provincial tax 
revenues will not be affected as the federal government pays provinces that 
have entered into tax collection agreements on an assessment basis, rather 
than on a collections basis. 


Corporations must make their final payment of taxes owing for a 
taxation year two or three months after the end of that year (the balance-due 
day). To ensure that all small corporations effectively benefit from at least a 
six-month deferral of their January, February and March 2002 instalments, 
the balance-due day will be extended in circumstances where it would have 
otherwise occurred before a deferred instalment payment. 


Also, to reduce administrative and compliance complexity, any 
deferred instalment payment that would otherwise be payable after year-end, 
but before the balance-due day for the year, will be due only on the 
balance-due day. 


The following table sets out the schedule for the deferral of instalments 
and the deadline for making balance-due day payments. 
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Schedule for Deferred Tax Instalments and Balance-Due Day 


Instalments Deferred 


Taxation Balance-Due 
Year-End January 2002 | February 2002| March 2002 Day (BDD) 


January 2002 |Deferred to BDD |See January 2003 |See January 2003 | Extended to 
taxation year-end | taxation year-end | July 2002 


February 2002 |Deferredto BDD |Deferred to BDD | See February 2003] Extended to 
taxation year-end | August 2002 


March 2002 Deferred to BDD |Deferred to BDD | Deferred to BDD | Extended to 
September 2002 


April 2002 Deferred to BDD |Deferred to BDD | Deferred to BDD | Extended to 
September 2002 


May 2002 Deferred to BDD |Deferred to BDD | Deferred to BDD | Extended to 
September 2002 


June 2002 Deferred to BDD |Deferred to BDD | Deferred to BDD | Remains or 
extended to 
September 2002 


July 2002 July 2002 Deferred to BDD | Deferred to BDD | Remains 
September or 
October 2002 


August 2002 July 2002 August 2002 Deferred to BDD | Remains October 
or November 2002 


September 2002 | July 2002 August 2002 September 2002 | Remains 
November or 
December 2002 


October 2002 ‘| July 2002 August 2002 September 2002 | Remains 
December 2002 or 
January 2003 


November 2002 | July 2002 August 2002 September 2002 | Remains January 
or February 2003 


December 2002 | July 2002 August 2002 September 2002 | Remains February 
. or March 2003 


January 2003 See January 2002 |August 2002 September 2002 Remains March 
taxation year-end or April 2003 


February 2003 | See February 2002|See February 2002] September 2002 | Remains April 


taxation year-end |taxation year-end or May 2003 
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Farm Credit Canada 


Farm Credit Canada (FCC) is a federal Crown corporation that provides 
specialized financial services to farming operations. It is Canada’s largest 
term lender to primary producers and small- to medium-sized agribusiness. 
Currently FCC is prescribed as one of the federal Crown corporations that 
is subject to federal income tax. 


The budget proposes that, for taxation years that begin after 
December 10, 2001, FCC not be subject to federal income and capital taxes. 
This change will provide the same tax treatment for FCC as is provided for 
Export Development Corporation and the Business Development Bank 
of Canada, two other federal Crown corporations that provide specialized 
financial services. 


Venture Capital — Partnerships 


The budget proposes two measures to facilitate the use of limited 
partnerships by tax-exempt and foreign investors in structuring their venture 
capital investments. 


Qualified Limited Partnerships 


Currently a limited partnership structure may be unattractive to pension 
funds and other tax-exempt investors because interests in limited partnerships 
are generally treated as foreign property for the purposes of the income tax 


rules that limit the amount of foreign property that a deferred income plan 
can hold. 


The Income Tax Regulations provide several exceptions to the 
characterization of limited partnership investments as foreign property, 
including an exception for qualified limited partnerships (QLPs). One of the 
conditions for eligibility as a QLP is that no limited partner, or non-arm’s- 
length group of limited partners, may hold more than a 30-per-cent interest 
in the partnership. This ownership limitation has been identified as a potential 
impediment to venture capital investment by tax-exempt entities in Canada. 


To remove this potential impediment, the budget proposes to eliminate 
the 30-per-cent ownership limitation for QLPs. Accordingly, a limited 
partnership may be a QLP even though a limited partner, either alone or as 
part of a non-arm’s-length group, has more than a 30-per-cent ownership 
interest in the partnership. However, for the purpose of the foreign property 
rules, any limited partner or group that holds more than a 30-per-cent 
interest in a QLP will be treated as owning a proportionate interest of each 
property owned by the QLP, including any foreign property. An ownership 
interest of 30 per cent or less in a QLP will remain exempt from treatment 
as foreign property. 


This measure will apply after 2001. 
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Use of Canadian Investment Managers 


The budget also proposes to make it easier for non-residents who invest 
through partnerships to retain Canadian investment managers and advisors. 


In general, Canada taxes non-residents on their income from sources 
in Canada, including income from carrying on a business in Canada. 
Section 115.2 of the Income Tax Act is an interpretive rule which ensures 
that, provided certain conditions are met, a “qualified non-resident” is not 
considered to be carrying on business in Canada solely because it engages 
a Canadian firm to provide certain investment management and 
administration services. 


Currently a partnership is a “qualified non-resident” only if none of its 
members is resident in Canada. Thus a partnership that has some non- 
resident members cannot rely upon the assurance that section 115.2 provides. 
This lack of certainty has been identified as a potential impediment to 
venture capital investment in Canada. 


The budget proposes to clarify how section 115.2 applies to partnerships 
and their members, and to enable the non-resident members of a partnership 
to avail themselves of the assurance provided by the section. First, the 
definition “qualified non-resident” will be changed so that it will no longer 
include a partnership, but will instead apply separately to each partner. 
Second, the rule will be changed to provide that a “qualified non-resident” is 
not considered to carry on business in Canada solely because a Canadian 
resident provides investment management and administration services to the 
non-resident or to a partnership of which the non-resident is a member. It 
should be noted that this assurance extends only to the non-resident partners: 
a partner who is resident in Canada is not a “qualified non-resident” and 
cannot benefit from section 115.2. 


These changes to section 115.2 will apply to the 2002 and subsequent 
taxation years. 


Construction Work Camps 


Generally, only 50 per cent of otherwise deductible business expenses for 
meals or entertainment are deductible for income tax purposes. This 
limitation reflects the personal consumption element of these expenses. 
However, the 1998 budget introduced an exception to this rule to allow full 
deductibility for the reasonable cost of meals incurred by employers in 
respect of employees working at certain “semi-remote” work sites. In order 
to qualify under this exception, a work site must be at least 30 kilometres 
from the nearest urban area of at least 40,000 people, and the employee 
cannot be expected to return home daily. 
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This exception may not address situations where, given the large size and 
short duration of a construction project, the local infrastructure of an urban 
area having a population of more than 40,000 is insufficient to support a 
large temporary workforce. In such a case, employers may establish a 
temporary work camp to provide meals and accommodation at or near the 
construction site. The budget proposes to allow full deductibility for the cost 
of meals provided to an employee housed at a temporary work camp 
constructed or installed specifically for the purpose of providing meals and 
accommodation to employees working at a construction site. It will also be 
required that the employee cannot be expected to return home daily. 


The goods and services tax/harmonized sales tax (GST/HST) follows the 
income tax rules in its treatment of meal expenses. Accordingly, 100 per cent 
of the GST/HST paid or payable by an employer on the cost of fully 
deductible meals provided at a qualifying construction work camp will be 
recoverable by the employer as input tax credits. 


This measure will apply to expenses incurred after 2001. 


Other Measures 


First Nations Taxation 


In each budget since 1997, the Government expressed its willingness to put 
into effect taxation arrangements with interested First Nations. To date, the 
Government has entered into taxation arrangements allowing seven First 
Nations to levy a tax on sales on their reserves of fuel, tobacco products and 
alcoholic beverages. In addition, personal income tax collection and sharing 
agreements have been entered into with the seven self-governing Yukon 
First Nations. The Government is once again expressing its willingness to 
discuss and to put into effect arrangements in respect of direct taxation with 
interested First Nations. | 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


General Tax Relief 


1998 
e |ncreased the amount of income that low-income Canadians can receive on a 
tax-free basis by $500. 


e Eliminated the 3-per-cent general surtax for taxpayers with incomes up to about 
$50,000 and reduced the amount for those with incomes between $50,000 
and $65,000. 


1999 

e Extended the $500 increase in the amount of income that can be received on a 
tax-free basis to all Canadians, and increased it for all Canadians by an additional 
$175, for a total of $675. 


e Eliminated the 3-per-cent general surtax for all remaining taxpayers for whom 
the surtax was not removed in the 1998 budget. 


2000 Budget 
e Restored full indexation of the tax system. 


e Reduced the middle tax rate from 26 per cent to 24 per cent. 


e Eliminated the 5-per-cent deficit-reduction surtax for income up to about $85,000 
and announced that the rate would be reduced to 4 per cent. 


e Reduced the capital gains inclusion rate from three-quarters to two-thirds. 


e Permitted a rollover of capital gains on the disposition of qualified small business 
investments. 


e Allowed deferral of the income inclusion from exercising qualifying stock options 
until disposition. 


e Reduced the general corporate income tax rate from 28 per cent to 27 per cent. 


e Reduced the corporate tax rate on income between $200,000 and $300,000 earned 
by a Canadian-controlled private corporation from an active business carried on in 
Canada from 28 per cent to 21 per cent. 


2000 Statement 
e Reduced personal income tax rates: 


lowered the 17-per-cent rate to 16 per cent; 


lowered the 24-per-cent rate to 22 per cent; 


— lowered the 29-per-cent rate to 26 per cent on income between $61,509 
and $100,000; and 


eliminated the deficit-reduction surtax. 


| 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2007) 


General Tax Relief (cont’d) 


e Reduced the capital gains inclusion rate from two-thirds to one-half. 


e Expanded the rollover of capital gains on the disposition of qualified small business 
investments, with the amount of the rollover raised from $500,000 to $2 million and 
the size of business eligible for the rollover raised from $10 million to $50 million. 


e Implemented the schedule for reducing the general corporate income tax rate to 
21 per cent by 2004. 


e Legislated to provide that by 2004: 


— the basic personal amount, the amount an individual can earn tax-free, 
will be at least $8,000; 


— the spousal amount will be at least $6,800; 

— the second bracket threshold will be at least $35,000; 
the third bracket threshold will be at least $70,000; and 
— the fourth bracket threshold will be at least $113,804. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Families and Seniors 


1996 


Introduced new tax treatment of child support payments, with payments 
non-deductible for the payer and non-taxable for the recipient. 


Announced a two-step $250-million enrichment of the Working Income 
Supplement (WIS) of the Child Tax Benefit (CTB). 


Replaced the seven-year limit by an unlimited carry-forward of unused registered 
retirement savings plan (RRSP) room. 


1997 


Announced a new Canada Child Tax Benefit (CCTB) by simplifying and enriching 
the current CTB starting July 1998 with an $850-million supplement for 
low-income families. 


Enriched the WIS from the $125 million announced in the 1996 budget to 
$195 million and restructured it from a per-family to a per-child basis. 


1998 


Increased the limits to $7,000/$4,000 under the child care expense deduction. 


Enriched the supplement under the CCTB by another $425 million on July 1, 1999, 
and a further $425 million on July 1, 2000. 


Removed contributions to RRSPs and registered pension plans (RPPs) from the 
base for the alternative minimum tax. 


1999 


Set the design for the $850-million increase in the CCTB supplement amount in 
the 1998 budget. 


Enriched the CCTB by $300 million in July 2000 to enhance benefits for 
modest-and middle-income families. . 


Ensured that the maximum goods and services tax credit (GSTC) supplement is 
provided to low-income single-parent families. 


Allowed greater flexibility to transfer RRSP and registered retirement income fund 
(RRIF) proceeds to financially dependent children upon the death of the 
RRSP/RRIF owner. 


2000 Budget 


Introduced changes to the CCTB: 
— increased the CCTB base benefit by $70 per child in July 2000; and 


— increased the National Child Benefit (NCB) supplement by $200 per child 
in July 2001. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Families and Seniors (cont’d) 


2000 Statement 
e Introduced changes to the CCTB: 


— increased the NCB supplement by an additional $100 per child in July 2001; and 


— increased the income threshold at which the NCB supplement is fully phased out 
and the base benefit begins to be phased out to $32,000 in 2001. 


e Legislated that by 2004: 


— the amount of family net income at which the CCTB phase-out begins will be at 
least $35,000; and 


— the phase-out rate of the base benefit of the CCTB will be reduced from 
5 per cent to 4 per cent (from 2.5 per cent to 2 per cent for families with 
one child). 


233 


THE BUDGET PLAN 20014 


Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2007) 


Education and Skills 


1996 


Increased the amount used to establish the education credit from $80 per month 
to $100 per month. 


Raised the annual limit on the transfer of the tuition and education amounts to those 
who support students from $4,000 to $5,000. 


Increased the annual limit on contributions to registered education savings plans 
(RESPs) from $1,500 to $2,000, and the lifetime limit from $31,500 to $42,000. 


Broadened eligibility for the child care expense deduction to assist parents who 
undertake education or retraining. 


1997 


Doubled the amount used to establish the education credit over two years to 
$200 per month. 


Made ancillary fees, such as health services and athletics, eligible for the 
tuition credit. 


Allowed a carry-forward of unused tuition and education credits. 
Increased annual contribution limits for RESPs from $2,000 to $4,000. 
Allowed transfers of RESP funds to an RRSP or to the contributor. 


1998 


Provided a Canada Education Savings Grant of 20 per cent on annual contributions 
of up to $2,000 to an RESP, along with carry-forward flexibility. 


Introduced a tax credit for interest on student loans. 
Allowed RRSP withdrawals for lifelong learning. 


Enhanced tax support for part-time education through the education credit and 
the child care expense deduction. 


2000 Budget 


Increased the partial annual exemption from $500 to $3,000 for scholarship, 
fellowship or bursary income. 


2000 Statement 


Doubled the amount used to establish the education credit from $200 per month to 
$400 per month for full-time students and from $60 per month to $120 per month 
for part-time students. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2007) 


Education and Skills (cont’d) 


Other 2000 Announcements 

e Removed certain undue restrictions on the goods and services tax/harmonized sales 
tax (GST/HST) exemption for vocational training and extended the exemption to 
situations where the training is provided by a government department or agency. 


2001 
e Proposing measures to exempt from income tax government tuition assistance for 
adult basic education. 


e Proposing to extend the education tax credit to individuals who receive taxable 
assistance for post-secondary education under certain government programs, 
including employment insurance. 


e Proposing to allow apprentice vehicle mechanics to deduct a portion of tool 
expenses incurred as a condition of apprenticeship. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2007) 


Tax Assistance for Charities and Public Institutions 


1994 
e Lowered the threshold at which charitable donations begin to earn the 29-per-cent 
tax credit from $250 to $200. 


1995 
e Removed the income limit for tax credits on donations of ecologically sensitive lands. 


1996 

e Increased the limits on charitable donations eligible for tax credits from 20 per cent to 
50 per cent of net income, and to 100 per cent of net income in the year of death 
and the preceding year. 


e Expanded zero-rating of hospital beds to all health care facilities, including long-term 
care facilities. 


e Allowed most charitable and public organizations to raise funds without collecting 
and remitting GST on sales. 


e Provided a 100-per-cent GST rebate on books purchased by public libraries, 
educational institutions and other specified bodies. 


1997 
e Provided a half-inclusion rate on capital gains arising from donations made before 
2002 of certain publicly traded securities. 


e Raised the income limit for donations from 50 per cent to 75 per cent. 


e Allowed 25 per cent of capital cost allowance (CCA) recapture of donated property 
to be included in the net income limit. 


e Sanctioned a new method of valuation for easements of ecologically sensitive lands. 


e |Increased resources for Revenue Canada to enhance information and compliance 
from charities. 


¢ Simplified GST accounting, reporting and remittance requirements for charities. 


1998 
e |ncreased tax-free allowances for emergency service volunteers. 


e Allowed designated charities to treat certain services they supply to business 
customers as GST/HST taxable, thereby allowing charities to compete on an equal 
footing with other suppliers. 


e Provided equivalent GST/HST treatment to charities operating authorized bottle 
return depots vis-a-vis commercial operators. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2007) 


Tax Assistance for Charities and Public Institutions (cont’d) 


2000 Budget 

e Reduced tax on employment benefits in respect of donations of shares acquired 
through stock option plans to parallel treatment for donations of certain publicly 
traded securities. 


e Extended the charitable donations tax credit to donations of RRSP, RRIF and 
insurance proceeds that are made as a consequence of direct beneficiary 
designations. 


e Reduced capital gains income inclusion by one-half in respect of gifts of ecologically 
sensitive land and related easements, covenants and servitudes. 


2001 
e Proposing to make permanent the measure providing a half-inclusion rate on capital 
gains arising from donations of certain publicly traded securities to public charities. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2007) 


Persons With Disabilities 


1996 
e Enriched the tax credit for infirm dependants. 


e Expanded zero-rating of orthopaedic and orthotic devices under the GST. 


e Extended GST relief on purchases of vehicle modifications necessary for people 
with disabilities. 


1997 
e Broadened the medical expense tax credit. 


e Removed the limit on the attendant care deduction. 

e \|ntroduced a refundable medical expense tax credit supplement for earners. 

e Broadened the definition of preferred beneficiary for trusts benefiting persons 
with disabilities. © 


1998 
e |ntroduced a new tax credit for caregivers for in-home care of related seniors and 
persons with disabilities. 


e Extended the Home Buyers’ Plan to persons with disabilities. 


e Added training expenses for caregivers to the list of expenses eligible for the medical 
expense tax credit. 


e Allowed certification for the disability tax credit (DTC) by occupational therapists 
and psychologists. 


e Exempted respite care services from the GST/HST. 


1999 
e Expanded the medical expense tax credit. 


2000 Budget 
e Extended eligibility for the DTC to individuals requiring extensive therapy. 


e Expanded the list of relatives to whom the DTC can be transferred. 


e Provided additional tax assistance for families caring for children with severe 
disabilities by introducing a $2,941 supplement for children eligible for the DTC. 


e |ncreased the maximum child care expense deduction available in respect of persons 
eligible for the DTC from $7,000 to $10,000. 


e Extended income tax assistance for expenses relating to the costs of adapting a new 
home to the needs of a disabled person. 


e Expanded the attendant care deduction to include the cost of an attendant required 
in order to attend school. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2007) 


Persons With Disabilities (cont’d) 


2000 Statement 
e Increased the DTC amount from $4,293 to $6,000 effective January 1, 2001. 


e Increased the caregiver tax credit amount from $2,386 to $3,500 effective 
January 1, 2001. 


e \|ncreased the infirm dependant tax credit amount from $2,386 to $3,500 effective 
January 1, 2001. 


e |ncreased the amount for the supplement to the DTC for children with severe 
disabilities from $2,941 to $3,500 effective January 1, 2001. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Personal Income Tax Measures to Better Target Tax Preferences 


1994 
e Eliminated the $100,000 lifetime capital gains exemption. 


e Extended the base for the alternative minimum tax. 
e Restricted the use of tax shelters. 


e Extended the taxation of employer-paid life insurance premiums to the 
first $25,000 of coverage. 


e Introduced income testing of the age credit. 


1995 
e Eliminated tax advantages available through trusts. 


e Reduced the overcontribution allowance for RRSPs from $8,000 to $2,000. 


e Capped the money purchase RPP and RRSP dollar limits at $13,500 through 2002 
and 2003 respectively. 


e Eliminated the retiring allowance rollovers for years of service after 1995. 


e Eliminated double claims of personal credits in the year of personal bankruptcy. 


1996 
e Announced new rules on taxpayer migration to ensure that gains that accrue while 
a taxpayer is a resident of Canada are subject to Canadian tax. 


e Capped the maximum pension limit for defined benefit RPPs at $1,722 per year of 
service until 2005 (only affecting individuals earning over $75,000). 


e Reduced the maximum age limit for deferring tax on savings in RRSPs and RPPs 
from age 71 to 69. 


e Further constrained tax shelters relying on a mismatch of income and expenses. 


1998 
e Allowed deductibility of health and dental premiums for the self-employed. 


e Expanded the remote worksite concept. 
e Clarified the tax treatment of relocation expenses. 
e Strengthened the integrity of the certified cultural property regime. 


e Expanded rules regarding employee options to allow the acquisition of units of 
mutual fund trusts. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Personal Income Tax Measures to Better Target Tax Preferences (cont'd) 


1999 


Introduced a measure to prevent income splitting with minors. 


Proposed to address deficiencies in the rules governing the taxation of income 
earned through investments in foreign-based investment funds and transfers to 
non-resident trusts. 


Introduced special rules for the treatment of retroactive lump-sum payments. 


Provided more equitable treatment of income earned by communal organizations. 


2000 Budget 


Reduced the federal surtax on income not earned in a province from 52 per cent of 
basic federal tax to 48 per cent. 


Removed the $1,000 deemed adjusted cost base and proceeds of disposition for 
personal-use property acquired as part of an arrangement in which the property 
is donated. 


2000 Statement 


Provided one-time relief for heating expenses of $125 for individuals and $250 for 
families eligible for the GST credit for January 2001. 


Introduced a temporary federal investment tax credit at a rate of 15 per cent for 
mineral exploration expenses incurred in Canada pursuant to a flow-through 
share agreement. 


2001 


Proposing to extend the existing intergenerational income tax-deferred rollover for 
farm property to commercial woodlots. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2007) 


Business Income Tax Measures to Better Target Tax Preferences 


1994 


Eliminated, for large private corporations, both the small business deduction and the 
enhanced scientific research and experimental development (SR&ED) benefits. 


Reduced the deduction for business meals and entertainment expenses from 
80 per cent to 50 per cent to better reflect the personal consumption element of 
these expenditures. 


Increased the rate of tax on corporate dividends received by private 
investment corporations. 


Implemented measures to ensure that the income of financial institutions is 
measured appropriately for tax purposes. 


Eliminated the preference for sole-purpose SR&ED performers. 
Reduced regional investment tax credits. 


Modified the basis upon which insurance companies may claim reserves for income 
tax purposes. 


Ensured corporations cannot avoid paying tax when selling assets through 
“purchase butterfly” transactions. 


Tightened the rules applicable to foreign affiliates. 


Tightened the rules applicable on forgiveness of debt. 


1995 


Increased the large corporations tax (LCT) and corporate surtax. 
Introduced a temporary capital tax surcharge on large deposit-taking institutions. 
Eliminated the deferral of tax on unincorporated business income. 


Eliminated the deferral advantage for investment income earned by private 
holding companies. i 


Replaced the film tax shelter mechanism for certified Canadian films with a tax credit. 
Tightened the rules relating to non-arm’s-length contract SR&ED. 
Introduced a voluntary measure for construction industry reporting. 


Tightened the rules concerning superficial losses. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Business Income Tax Measures to Better Target Tax Preferences (cont'd) 


1996 
e Extended the capital tax surcharge on large deposit-taking institutions. 


e Reduced tax assistance for labour sponsored venture capital corporations (LSVCCs). 
e Tightened the resource allowance rules. 

e Repealed joint exploration corporation rules. 

e Restricted eligibility of various expenses for flow-through share treatment. 

e Enhanced incentives to invest in renewable energy. 


e Limited SR&ED benefits for non-arm’s-length salaries and wages. 


1997 
e Extended the capital tax surcharge on large deposit-taking institutions. 


e Replaced tax shelters used to finance non-Canadian films with a tax credit. 


1998 
e Extended the capital tax surcharge on large deposit-taking institutions. 


e Allowed deductibility of countervailing duties and anti-dumping charges. 

e Allowed more time for year-end distributions for mutual fund trusts. 

e Harmonized financial institution designation for the LCT and other purposes. 
e Allowed an earthquake reserve deduction. 

e Prevented unintended benefits under the SR&ED regime. 


e Improved a range of international taxation rules. 


1999 
e Extended the capital tax surcharge on large deposit-taking institutions. 


e Ensured that electricity generating activities are taxed equitably. 
e Clarified the tax status of non-resident funds that retain Canadian service providers. 


e Updated rules governing LSVCCs to ensure consistency with provincial programs 
and address issues relating to corporate restructuring. 


e Improved CCA rules to encourage the productive use of flare gas. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Business Income Tax Measures to Better Target Tax Preferences (cont’d) 


2000 Budget 


Modified the thin capitalization rules to work more effectively. 
Repealed the non-resident-owned investment corporation provisions. 


Modified the treatment of provincial deductions for SR&ED that exceed the actual 
amount of the expenditure. 


Clarified the treatment of weak currency borrowing as equivalent to a direct 
borrowing in the currency that is used by the taxpayer to earn income. 


Clarified foreign tax credit rules and rules regarding the deductibility of foreign 
exploration and development expenses. 


Extended the manufacturing and processing (M&P) tax credit to corporations that 
produce, for sale, steam for uses other than the generation of electricity. 


Proposed adjustments to improve the CCA system for certain rail assets; 
M&P equipment; certain electrical generating equipment; and heat/water production 
and distribution equipment. 


2000 Statement 


Allowed self-employed individuals to deduct the portion of Canada Pension Plan 
and Quebec Pension Plan contributions representing the employer's share, 
beginning January 2001. 


2001 


Proposing to defer the January, February and March 2002 corporate tax instalments 
for small businesses. 


Proposing to expand the class of renewable energy and energy efficient equipment 
eligible for accelerated depreciation. 


Proposing to remove tax-related impediments to venture capital investment in 
Canada through the use of partnerships by Canadian pension plans and by 
foreign investors. 


Proposing to allow full deductibility of meals provided at temporary construction 
work camps. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Sales and Excise Tax Measures to Better Target Tax Preferences 


1996-97 
e Tightened the GST rules governing the claiming of input tax credits and rebates by 
large businesses and exempt entities. 


e Reinforced the GST rules relating to trusts, estates and partnerships to ensure fair 
and consistent treatment of similar businesses that are organized differently. 


e Refined the criteria for businesses to be treated for GST purposes as being in 
competition with financial institutions. 


e Permitted warranty companies to recover GST paid on reimbursements to 
warranty holders. 


e Extended the GST accommodation rebate for visitors to Canada to 
non-resident businesses. 


e¢ Expanded zero-rating and rebate provisions for exported goods and services. 


e Tightened the GST real property rules to ensure that all builders of multiple-unit 
residential buildings are treated equitably. 


1998 
e Enhanced the GST/HST Visitor Rebate Program. 


e Enhanced the alternate collection mechanism under the GST/HST for direct sellers. 


1999 
e |ntroduced a GST/HST rebate for multi-employer pension plans to provide 
comparable sales tax treatment relative to single-employer pension plans. 


2000 Budget 
e Introduced a new export distribution centre program to relieve the GST/HST 
cash-flow burden. 


e Introduced a GST rebate, equal to 2.5 percentage points of tax, for newly 
constructed, substantially renovated or converted residential rental accommodation 
not eligible for an existing rebate. 


e Reduced the annual exemption from the excise tax on tobacco exports from 
2.5 per cent to 1.5 per cent of production. 


Other 2000 Announcements 
e Expanded the GST/HST new housing rebate to include bed and 
breakfast establishments. 


e Enabled a person to return purchased real property to the vendor within one year 
of purchase and recover the tax paid under the original contract. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Sales and Excise Tax Measures to Better Target Tax Preferences (cont'd) 


2001 


Proposed adding industrial hemp seed to the list of tax-free agricultural products 
under the GST/HST. 


Proposed adding a blood substitute product known as plasma expander to the list 
of tax-free goods under the GST/HST. 


Proposed the removal of the GST/HST group relief exemption for clearing and 
settlement services supplied outside a closely related group of corporations in the 
financial services sector. 


Proposed the removal of ships’ stores excise tax relief for certain vessels, and 
a compensating temporary fuel tax rebate. 


Proposed a new tobacco tax structure, including a two-tiered export tax regime for 
exported Canadian tobacco products. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Simplifying and Improving Tax Administration and Enforcement 


1994-97 
e Strengthened outreach and education programs. 


e Enhanced easy-to-understand automatic telephone information systems. 


e Met with special tax filer groups such as senior citizens and immigrants to help 
them comply. 


e Established a single Business Number for streamlining registration for GST remitters, 
employers, corporations and importers/exporters. 


e Introduced a “Business Window?” initiative to provide one-stop service for 
small businesses. 


¢ Simplified payroll reporting for small businesses. 


e Reduced compliance costs for small and medium-sized businesses by co-ordinating 


GST, income tax and excise tax audits. 
e¢ Streamlined procedures to simplify and expedite Customs clearance. 
e Implemented a new approach to large business audits including audit protocol. 
e Reinforced measures to target the underground economy. 
e Implemented earlier identification of abusive tax avoidance and tax shelter schemes. 


¢ Continued to improve sophisticated risk models to identify areas of high risk and a 
sector approach to compliance for small and medium-sized businesses. 


e \ntroduced forgiveness of penalties on voluntary tax disclosures to encourage 
taxpayers to comply voluntarily. 


e Implemented exchange of information provisions to help deal with tax havens. 


e Implemented new rules requiring residents of Canada to file an information return 
when they own foreign assets in excess of $100,000 in value. 


e Required adequate documentation of transactions relating to transfer pricing and 
introduced new penalty provisions related to Revenue Canada reassessments. 


e Increased resources for Revenue Canada for transfer pricing audits. 


1998 
e |ntroduced mandatory reporting of federal and construction contracts. 


1999 
e Allowed corporations to offset interest on corporate tax overpayments 
and underpayments. 


e Provided for civil penalties for misrepresentations of tax matters by third parties. 
e Improved tax administration by sharing limited information with provinces. 


e Proposed measures to reduce tobacco contraband. 
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Measures to Enhance Tax Fairness and 
Achieve Economic and Social Objectives (1994-2001) 


Simplifying and Improving Tax Administration and Enforcement (cont’d) 


2000 Budget 


Authorized the Minister of National Revenue to obtain judicial authorization, in certain 
circumstances, to take immediate action to protect GST/HST revenues. 


Allowed the Canada Customs and Revenue Agency to provide relevant taxpayer 
information to the police for investigation purposes. 


Extended tax penalties to persons who interfere with an official performing a 
collection duty. 


Other 2000 Announcements 


Empowered the Minister of National Revenue to waive or cancel interest, or a 
penalty calculated in the same manner as interest, that is otherwise payable under 
the non-GST/HST portions of the Excise Tax Act. 


Refined the rules related to the electronic filing of GST/HST returns by removing 
the requirement to apply to the Minister of National Revenue for approval, provided 
established criteria are satisfied. 


2001 


Proposed to institute a new procedure to revoke or deny registered charitable status 
for charities that support terrorist activities. 


Proposed to improve the responsiveness of the GST credit effective July 2002. 


Proposed a new legislative and administrative framework for the taxation of spirits, 
wine and tobacco. 
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Notice of Ways and Means Motion 
to Amend the Income Tax Act 


That it is expedient to amend the Income Tax Act to provide among 
other things: 


Apprentice Vehicle Mechanics’ Tools 
(1) That, for the 2002 and subsequent taxation years, 


(a) there may be deducted, in computing the income of an individual 
from employment in the year as an apprentice mechanic registered in 

a provincial program leading to designation as a mechanic licensed to 
repair self-propelled motorized vehicles, an amount not exceeding the 
lesser of the individual’s deductible tool costs for the year and the amount 
that would otherwise be determined under section 3 of the Act to be the 
individual’s income for the year; 


(b) where the individual’s deductible tool costs for a taxation year exceed 
the amount deducted in respect of those costs for the year, the excess be 
available for deduction in computing the individual’s income from 
employment for subsequent taxation years; and 


(c) for the purposes of this paragraph and paragraph (2), the individual’s 
deductible tool costs for a taxation year be the amount, if any, by which 


(i) the total cost of new tools and ancillary equipment that are 
acquired by the individual at a time in the year when the individual 
is under the apprenticeship, and that are certified by the individual’s 
employer to be required as a condition of, and for use in, 

the apprenticeship 


exceeds 


(ii) the greater of $1,000 and five per cent of the individual’s income 
for the year from the apprenticeship. 


(2) That, where the cost of a property is included in computing an 
individual’s deductible tool costs for a taxation year, 


(a) for all other purposes of the Act, the individual’s cost of all such 
property acquired in the year be reduced pro rata by the individual’s 
deductible tool costs for the year; and 
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(b) where the property is disposed of by the individual (or by a person 
with whom the individual does not deal at arm’s length or that acquired 
the property from any such person in a transaction to which subsection 
85(1) or 97(2) of the Act applied), the amount by which the proceeds 
of disposition exceed the cost of the property, as adjusted by 
subparagraph (a), be included in computing the income for the year of 
disposition of the individual or of the person, as the case may be. 


Adult Basic Education 


(3) That, for the 1997 and subsequent taxation years, there be deducted 
in computing an individual’s taxable income for the year an amount that 


(a) is received by the individual in the year under a program referred to in 
subparagraph 56(1)(r)(ii) or (iii) of the Act, a program established under 
the authority of the Department of Human Resources Development Act 
or a prescribed program; 


(b) is assistance for the payment of tuition fees of the individual that do 
not qualify for the tuition fee credit; 


(c) is included in computing the individual’s income; and 


(d) is not otherwise deductible in computing the individual’s 
taxable income. 


Education Tax Credit 


(4) That, for the 2002 and subsequent taxation years, financial assistance 
included in computing an individual’s income and received under a program 
referred to in subparagraph 56(1)(r)(ii) or (iii) of the Act, a program 
established under the authority of the Department of Human Resources 
Development Act or a prescribed program not affect the individual’s 
eligibility for the education tax credit. 


Promoting Sustainable Woodlot Management 
(5) That 


(a) subsections 70(9) and 73(3) of the Act, which provide rollover 
treatment for certain inter-generational transfers of farm property, 

be modified with respect to transfers made after December 10, 2001 

of property used principally in a woodlot farming business by requiring, 
as an alternative to the condition that certain individuals be actively 


251 


THE BUDGET PLAN 2001 


engaged in the business on a regular and continuous basis, that they be 
engaged in the business to the extent required by a prescribed forest 
management plan; and 


(b) amendments be made to the definitions “interest in a family farm 
partnership” and “share of the capital stock of a family farm 
corporation” in subsection 70(10) of the Act to provide comparable 
treatment under subsections 70(9.2) and 73(4) of the Act. 


Donations of Publicly Traded Securities 
(6) That 


(a) the reduced capital gains inclusion rate provided under 
paragraph 38(a.1) of the Act in respect of certain donations apply to such 
donations made after 2001; and 


(b) the deduction provided in computing taxable income under paragraph 
110(1)(d.01) of the Act in respect of certain donations of securities apply 
to such donations of securities acquired after 2001. 


GSTC Responsiveness 


(7) That an eligible individual’s goods and services tax credit payment 
for a quarter that begins after June 2002 be calculated taking into 
account the individual’s relevant family circumstances at the end of 
the preceding quarter. 


Deferral of Corporate Tax Instalments for Small Businesses 
(8) That the Act be amended to provide 


(a) that, where a corporation is an eligible corporation (as described 

in subparagraph (c)) for a taxation year and the taxation year includes 
one or more days in January, February or March, 2002 (in this paragraph 
referred to as the corporation’s “eligible instalment days”) on which an 
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instalment on account of the corporation’s tax under any of Parts I, 1.3, 
VI and VI.1 of the Act in respect of the taxation year would otherwise 
become due, the corporation’s balance-due day for the taxation year be 
the later of 


(i) the day that would otherwise be the corporation’s balance-due day 
for the taxation year, and 


(ii) the day that is six months after the corporation’s last eligible 
instalment day in the taxation year; 


(5) that if an instalment on account of an eligible corporation’s tax under 
any of Parts I, 1.3, VI and VI.1 of the Act, in respect of a particular 
taxation year of the corporation, would otherwise become due on an 
eligible instalment day of the corporation, that instalment not become 
due on that day, but instead become due 


(i) if the particular day that is six months after the eligible instalment 
day is in the particular taxation year, on the particular day, and 


(11) in any other case, on the corporation’s balance-due day 
(determined in accordance with subparagraph (a)) for the particular 
taxation year; and 


(c) that a corporation be an eligible corporation for a particular taxation 
year if the corporation is resident in Canada throughout the particular 
taxation year and the corporation’s taxable capital employed in Canada, 
within the meaning assigned by Part I.3 of the Act, for its preceding 
taxation year did not exceed 


(i) where the corporation is not associated with any other corporation 
in the particular taxation year, $15 million, and 


(ii) where the corporation is associated with one or more other 
corporations in the particular taxation year, the amount by which 
$15 million exceeds the total of the taxable capital employed in 
Canada of all those other corporations for their last taxation years 
that ended in the last calendar year that ended before the beginning 
of the particular taxation year. 
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Qualified Limited Partnerships 


(9) That, in applying the provisions of the Act relating to the foreign 
property limit after 2001, any person that holds, either alone or as part of a 
group of persons that do not deal with each other at arm’s length, more than 
30 per cent of the limited partnership units in a qualified limited partnership 
be deemed to hold, instead of those units, a proportion of each property of 
the partnership that is equal to the proportion of those limited partnership 
units actually held by that person. 


Use of Canadian Investment Managers 


(10) That, for the 2002 and subsequent taxation years, section 115.2 of 
the Act, which ensures that the provision by a Canadian service provider of 
designated investment services to a qualified non-resident does not, by itself, 
cause the non-resident to be considered to be carrying on business in Canada, 
be amended so that the provision of such services to a partnership does not, 
by itself, cause a non-resident member of the partnership to be considered to 
be carrying on business in Canada. 


Construction Work Camps 


(11) That an exception to section 67.1 of the Act be introduced to allow 
full deductibility of business expenses incurred after 2001 for meals provided 
to a taxpayer’s employee at a work camp if 


(a) the duties of the employee are performed at a site in Canada at which 
the taxpayer carries on construction activities; 


(b) the site is a special work site, described in subparagraph 6(6)(a)(i) 
of the Act, to the employee; 


(c) the employee is lodged at the work camp for the purpose of 
performing duties at the site; and 


(d) the camp is a temporary facility that is constructed or installed for the 
purpose of providing meals and lodging to employees performing duties 
at the site. 
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Air Travellers Security Charge 


The budget proposes to introduce an Air Travellers Security Charge to fund 
the new air security expenditures. The charge will be paid by air travellers — 
the primary users of the enhanced air security measures. 


The Air Travellers Security Charge will apply in respect of emplanements 
in Canada, other than emplanements on connecting flights. The application 
and rate of the charge will depend on where the airline ticket is purchased 
and the location of the travel — that is, whether it is domestic, transborder 
or other international travel. For this purpose, “transborder” travel refers 
to travel between Canada and the continental U.S. (that is, not including 
Hawaii), or the Islands of St. Pierre and Miquelon, that does not include any 
other international travel. The rate of the charge for transborder travel takes 
into account that U.S. taxes also apply. 


The total cost of the security charge indicated below represents the 
combined amount of the security charge and any applicable goods and 
services tax (GST), or federal portion of the harmonized sales tax (HST). 
Where the GST/HST applies to air travel, that tax will be calculated on 
the total cost of the travel, including the Air Travellers Security Charge. 
The GST/HST applies to passenger air travel that is wholly within Canada 
and to transborder travel that originates in Canada. The GST/HST does 
not apply to other international passenger air travel. 


Air Travel Purchased in Canada 


If the air travel is purchased in Canada, the Air Travellers Security Charge 
will be payable by the purchaser and collected by the air carrier or its agent 
at the time of payment for the air travel. 


The Air Travellers Security Charge will apply to purchases in Canada that 
include air travel occurring on or after April 1, 2002 for which payment is 
made on or after that date. In this case, the total cost of the charge, including 
the GST (or federal portion of the HST) where applicable, will be as follows: 


@ For travel wholly within Canada — $12 per emplanement, to a maximum 
of $24 per ticket (for example, $12 for a one-way trip with no stopovers and 
$24 for a round trip). 


@ For transborder travel — $12 per emplanement in Canada, to a maximum 
of $24 per ticket for two or more emplanements in Canada. 


@ For travel from Canada to another international destination (including 
such travel involving connections or stopovers in the U.S.) — $24. 
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Air Travel Purchased Outside Canada 


If the air travel is purchased outside Canada, the Air Travellers Security 
Charge will be payable by the passenger at the time of emplanement at a 
Canadian airport on a flight leaving Canada, unless the air carrier or its agent 
has collected the charge at the time of the ticket purchase and evidence of the 
payment is submitted by the passenger at the time of emplanement. 


The security charge will apply to purchases made outside Canada for 
which payment is made on or after April 1, 2002 for air travel that includes 
an emplanement in Canada after May 31, 2002. In this case, the total cost 
of the charge will be as follows: 


m For transborder travel — $12 per emplanement on a flight leaving 
Canada, to a maximum of $24 per ticket if it includes more than one 
emplanement on a flight leaving Canada. 


m For other international travel, including such travel involving connections 
or stopovers in the U.S. — $24. 


Additional Information 


Passenger air transportation services provided on aircraft with a maximum 
certified take-off weight of not more than 2730 kilograms will be exempt 
from the Air Travellers Security Charge. Exemptions will also be provided 
for certain other specialty air services, such as air ambulances. 


The Air Travellers Security Charge will be implemented under a new 
statute. The Minister of National Revenue will be responsible for the 
administration and enforcement of that Act, which will be carried out by 
the Canada Customs and Revenue Agency (CCRA). 


Air carriers that collect the security charge will be required to be 
registered for purposes of the new Act, and to account for and remit the 
charges collected to the CCRA. The Act will provide for all necessary 
collection, enforcement and appeal mechanisms. 
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The table below provides examples of the total cost of the Air Travellers Security 
Charge for selected domestic, transborder and international travel, including GST 
(or the federal portion of the HST) where applicable. 


Total cost of 


Air travel ticket security charge 
Edmonton — Winnipeg, one-way $12 
Montreal — Calgary, return $24 
St. John’s — Toronto, one way via connection in Halifax $12 
Ottawa — Washington, return $12 
New York — Toronto, return $12 
Vancouver — Tokyo $24 
Ottawa — New York — Athens $24 


Notice of Ways 
and Means Motion 
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Notice of Ways and Means Motion to Introduce an Act 
to Implement an Air Travellers Security Charge 


That it is expedient to introduce an Act to implement an Air Travellers 
Security Charge and to provide among other things: 


(1) That every person who acquires in Canada from an air carrier an 
air transportation service that includes transportation provided on or after 
April 1, 2002 and for which consideration is paid or becomes payable on or 
after that day be required to pay to Her Majesty in right of Canada a charge 
in respect of the service at the time the consideration is paid or becomes 
payable, whichever is earlier. 


(2) That every person who, on or after June 1, 2002, emplanes in Canada 
on an aircraft used in the transportation of the person to a destination 
outside Canada that is part of an air transportation service acquired outside 
Canada for which consideration is paid or becomes payable on or after 
April 1, 2002 be required to pay to Her Majesty a charge in respect of the 
service at the time of the emplanement. 


(3) That an air transportation service not be subject to the Air Travellers 
Security Charge if 


(a) all of the transportation included in the service is 


(i) provided on aircraft whose maximum certified take-off weight 
does not exceed 2,730 kg, 


(ii) provided on aircraft referred to in subsection 56(1) of the 
Canada Transportation Act, or 


(iii) listed in, or prescribed under, subsection 56(2) of the 
Canada Transportation Act; or 


(b) the service is a prescribed service. 


(4) That an air transportation service be defined as all of the 
transportation of a person by air for which a single ticket is issued and that 
includes an emplanement in Canada. 


(5) That an emplanement be defined as an embarkation on an aircraft, 
other than an embarkation 


(a) for the purpose of transferring to a connecting flight; or 
(b) that results from the provision of emergency or ground services. 


(6) That the continental zone be defined as Canada, the United States 
(except Hawaii) and the Islands of St. Pierre and Miquelon. 
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(7) That, where an air transportation service is acquired in Canada, the 
Air Travellers Security Charge in respect of the service be equal to: 


(a) $11.22 for each emplanement in Canada included in the service, 
to a maximum of $22.43, if 


(i) the service does not include transportation to a destination outside 
the continental zone, and 


(ii) tax under subsection 165(1) of the Excise Tax Act is required to be 
paid in respect of the service; 


(b) $12.00 for each emplanement in Canada included in the service, to 
a maximum of $24.00, if 


(i) the service does not include transportation to a destination outside 
the continental zone, and 


(11) tax under subsection 165(1) of the Excise Tax Act is not required 
to be paid in respect of the service; or 


(c) $24.00, if the service includes transportation to a destination outside 
the continental zone. 


(8) That, where an air transportation service rendered to a person is 
acquired outside Canada, the Air Travellers Security Charge in respect of the 
service be equal to: 


(a) $11.22 for each emplanement in Canada on an aircraft used to 
transport the person to a destination outside Canada but within the 
continental zone, to a maximum of $22.43, if 


(i) the service does not include transportation to a destination outside 
the continental zone, and 


(ii) tax under subsection 165(1) of the Excise Tax Act is required to be 
paid in respect of the service; 


(b) $12.00 for each emplanement in Canada on an aircraft used to 
transport the person to a destination outside Canada but within the 
continental zone, to a maximum of $24.00, if 


(i) the service does not include transportation to a destination outside 
the continental zone, and 


(ii) tax under subsection 165(1) of the Excise Tax Act is not required 
to be paid in respect of the service; or 


(c) $24.00, if the service includes transportation to a destination outside 
the continental zone. 
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(9) That an air carrier from whom an air transportation service is 
acquired in Canada be required to collect, as agent of Her Majesty, the Air 
Travellers Security Charge payable in respect of the service. 


(10) That an air carrier on whose aircraft a person is transported from 
Canada to a destination outside Canada as part of an air transportation 
service acquired outside Canada be required to collect, as agent of 
Her Majesty, the Air Travellers Security Charge payable in respect of 
the service. 


(11) That any person who collects an amount as or on account of the 
Air Travellers Security Charge in respect of an air transportation service 
be required to remit the amount to Her Majesty. 


(12) That, if the Air Travellers Security Charge that an air carrier is 
required to collect at the time of an emplanement has been collected by 
another air carrier, the other air carrier be required to account for the charge 
and remit it to Her Majesty. 


(13) That any air carrier that is required to collect the Air Travellers 
Security Charge be required to be registered for the purposes of the Act 
implementing the charge and to file returns accounting for amounts collected 
by the carrier as or on account of the charge in the prescribed form and 
manner and within the time provided to do so. 


(14) That every air carrier that is required to collect the Air Travellers 
Security Charge and that fails to do so be made liable to Her Majesty for the 
amount of the charge. 


(15) That authority be provided to impose interest or penalty in respect 
of any failure of a person to pay, collect or remit an amount as and when 
required under the Act implementing the Air Travellers Security Charge. 


(16) That authority be provided to impose penalties on any person that 
fails to comply with any provision of the Act implementing the Air Travellers 
Security Charge. 


(17) That all necessary administrative, assessment, collection, refund, 
enforcement and appeal provisions be enacted to enable the administration 
and enforcement of the Act implementing the Air Travellers Security Charge. 


(18) That authority be provided for the Governor in Council to make 
regulations 


(a) prescribing anything that, by the Act implementing the Air Travellers 
Security Charge, is to be prescribed or is to be determined or regulated by 
regulation; or 


(b) generally to carry out the purposes and provisions of that Act. 
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